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SELECTED QUESTIONS & ANSWERS 

ON 

INDIAN ECONOMICS 

CHAPTER 1 

Agriculture, Community Development and 

Co-operation 

Q. 1. Give a britf account of India's food problem, laying 
stress on the importance of increasing food production in a deve¬ 
loping country like India (B. Com. 1958 ) 

(a) The seriousness of India’s food problem and the 
importance of food production ; In undivided India, the impact 
of the food shortage was first felt in 1936, when Burma was 
separated from India. But it was during the Second World 
War period that India had the first experience of a really grave 
food crisis. Since 1947, owing to the partition of the country* 
the food supply position in the Indian Union has deteriorated 
further. The partition gave the Indian Union 82 per cent of 
the population but 75 per cent of the food production of undi¬ 
vided India. 

Since its inception independent India has been experiencing 
a serious food shortage. Its manifestations are of two kinds : 
(i) import of foodgraincr irom foreign countries : (ii) acute food 
shortage and ever-rising food prices. The import of/oodgrains 
into India, whicii stood at 2*8 million tons in 1947, increased 
steadily every yfear and reached the figure of 4*2 million tons in 
1951. During the years between 1947 and 1952 the total 
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it of foodgrains imported was 19 million tons, that is the 
annual import of food was 3 million tons on an average. Ever 
'since the Second World War there was an acute scarcity and 
dearness of food. After the great famine of 1943, the system 
of food rationing was introduced in India and continued up to 
1953. In 1951 the index number of the prices of food articles 
was six times higher than what it was in 1939. 

According to the view of the framers of the First Five Year 
Plan, India needed was to step up the production of food- 
grains to the extent of an additional 7*6 million tons, thereby 
raising the total production of foodgrains from 54 million 
tons to 61*6 million tons. This, it was thought, would not only 
obviate the necessity of further food imports but would also 
raise the level of per capita consumption of food to some 
extent. Owing to favourable monsoons, during the first three 
years of the First Plan, the production of foodgrains, increased 
considerably. In 1953-54 India produced 68*7 million tons of 
foodgrains. This established a new record. During the First 
Plan period, the import of foodgrains declined gradually and in 
1955, it was of the order of 7 lakh tons only. At that 
time the food prices had also come down considerably. 
While in Mar ch 1951, the index number of the price of rice 
was 553 (1939=100), in March 1955, it came down to 
415. The Govt, of India assumed that the problem of food 
had been solved and consequently after 1953, abolished the 
system of food rationing. 

The Second Plan was framed with aik optimistic outlook 
regarding the food situation. In the last yearyof the First Plan 
the production of food amounted to 65 million tons. In the 
Second Plan it was decided that during the Plan period the 
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production of- fooodgrains would be increased from 6^ 
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tons to 75 million tons. The ffamers. of the Plan assumd that 
with the improved facilities . for irrigation and manuring 
provided in the Five Year Plans, it would not be difficult to 
reach this target. They assumed further' that once this target 
was reached, India would be in a position to tide over the food 
crisis permanently. 

Subsequent events shattered this optimistic belief. The 
production of foodgrains no doubt increased 16 per cei£ during 
the Second Plan period. It was 687 lakh tons in 1956-57 and 
increased to 750 lakh tons in 1960-61, according to preliminary 
estimate. The final estimate places foodgrains production in 
the latter year at a much higher figure. However that may be, 
there was no escaping the basic fact that India was not 
producing enough food to meet her own requirements. The 
output of foodgrains no doubt tended to increase, but in an 
uncertain and irregular manner. 1957-58 and again 1959-60 
proved to be bad years and suffered from setbacks in food- 
grains production. The net result was a continuous rise in 
food prices during the Second Plan period. As compared 
to the year 1955-56, the wholesale prices of food articles 
increased 40 per cent in 196Q-61. The import of foodgrains 
from abroad also rose steadily. India’s food imports were 
14 lakh tons in 1956 and rose to 50 lakh tons* in 1960. 

The gravity of India’s food problem threw our Second Plan 
into a serious crisis. In a' developing country like India the 
solution of the food* problem is absolutely essential for the 
following reasons 

1. The essence or economic development nes m me 
increased capital formation through increased investment 



in the rise of national money ’ Income, and consequently, 
the demand for consumption goods will rise. In such a 
situation, unless food production increases, rising prices of 
food articles will cause severe inflationary pressures which 
will endanger the plan for economic development. The 
Second Five Year Plan of India is facing such a danger to-day. 
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foreign exchange crisis lies in the recent heavy food imports. 

3. Economic development brings about greater urbanisa 
tion and increases the urban population. Consequently, i 
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(i) the production of foodgrains is falling short of the rising 





































































bution of food ; (iv) control of demand for food. 


i. Measures to increase production of foodgrains : An 


adequate increase in foodgrains production is the only certain 


and long-term remedy of the problem of rising food prices. 
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The Government of India ,and the Planning Cofcmiatidh 
are in agreement with all these recommendations. Wl^'a 


view to 



India to import food from foreign countries. According tc 


the Asoka Mehta Committee, India would have to import 2 


million tons of foodgrains annually at the end of the Second 


Plan. Under the P. L. 480 Agreement with the U.S.A., 

that 









































































a Food Advisory Council and a Prices Intelligence Division. 
Though opposed to the pre-1953 type of rigid control 
involving compulsory procurement of foodgrains, the Mehta 
Committee recommended special control measures for the 
vulnerable deficit areas of Eastern India, such as, West Bengal, 



The Government of India, though in general agreement 
with the analysis presented by the 4^soka Mehta Committee, 
has not accepted all its recommendations. It has adopted 
the policy «pf building up a food stock of 5 millions tons, 
mainly with the help of food imports and has taken the 
responsibility of feeding the de ficit areas, Sx/ith a view 





























































Government of India has decided to introduce State Trading 
in food grains. Under the scheme, only licensed dealers 


will be entitled to purchase foodgrains from th^ primary 
producers. T! 


t ers at m 



the power t o requisition theTbod stocks of the licensed deaWs. 



Community Projects and the National Extension Service * in 
India. ( 3. <5om. 1959 ). 
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It was 6n October 2, 1952*, that the Community 

development Projects were launched in the rural areas of 
India. The Union Minister, Sri Surendra Kumar Dey, is the 
all-India Administrator of these projects. The work started 
with 55 selected community projects. Each project covers on 
average, an area of 500 square miles, 300 villages and 2 lakhs 
of population. Each project is divided into three development 

blocks. Each Block covers on average, 166 square miles of 
area, 100 villages and a population of 66 thousand. The 
Development Block is the basic unit of the Community 
Projects. 

As it will require much time and expense to establish 
full-fledged Community Development Blocks in the entire 
rural areas, National Extension Service Blocks, having more 
limited aims and requiring lesser expenditure, were inaugura¬ 
ted in October, 1953. It was also decided that at the earliest 
opportunity each of these Extension Blocks was to be converted 
into a full-fledged Community Development Block. It was at 
first expected that at the end of the Second Plan, community 
development would cover the entire rural population. Now it 
seems that the objective of extending the benefits of community 
development to all the villages in India, through the esta¬ 
blishment of 5, 223 Development Blocks, cannot be fulfilled 
earlier than October 1963, i.e. about the middle of the Third 
Plan period. 

It is artificial and unreasonable to classify the Development 
Projects into Community Development Projects and National 
Extension Projects. Recently, following the recommendations 
of* the Balawantrai Mehta Committee, this classification has 
been abolished. In its place, a two-stage pattern of Comm- 
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unity Development has Keen adopted sirfce April, 1958. Each 
stage will cover five years. • The work for the full development 
of each block will have to b.e completed within 10 years. 
Before the beginning of the first stage, each area will have a 
pre-extension phase of one year. During the preparatory 
phase, attention will be paid solely to the improvement of 
agriculture. 

The Objectives, Features and Organisation of Community 
Projects : The essential feature of community development 
is that the villagers will bring about an all-round improvement 
of village life through voluntary effort, self-help and co-operation, 
the Government giving guidance and assistance, both financial 
and technical, in a co-ordinated manner. The movement 
was started in India largely on American initiative and with the 
help of American technical workers. But it also owes its inspira¬ 
tion to Mahatma Gandhi, Rabindranath and Dr. James Yen 
of Kuomintang China. Financial and other assistance from the 
Government is offered only when the villagers agree to 
contribute in money and labour. The improvement of agri¬ 
culture in general and food production in particular is the 
main aim of the community development programme. The 
other objectives are : development of roads and communica¬ 
tions ; extension of education and betterment of public health : 
improvement of housing conditions ; maternity benefits and 
child welfare ; upliftment of the backward classes and tribes ; 
development of cottage and small-scale industries etc. Special 
attention is paid towards the development of panchayets, co¬ 
operative societies, extension circles etc. The aim is to release, 
through these self-governing bodies, the initiative and the spirit 
of self-reliance of the village people. It is hoped, the comthu- 
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nity projects will help to create a Co-operative Village 
Commonwealth and effect a silent and bloodless revolution 
in the countryside. 

The overall responsibility r>f the development programme 
has been entrusted to the Ministry of Community Develop¬ 
ment and Co-operation of the Government of India. The 
fundamental policy is formulated by a Central Committee of 
which the Prime Minister is the Chairman. The implementa¬ 
tion of the programme is entrusted to the State Government. 
All autLw.../, in this respect, is vested in a State Development 
Committee formed under the chairmanship of the Chief 
Minister. The State Development Commissioner is the 
executive head of the community development programme. 

In accordance with the recommendations of the Balwantrai 
Mehta Committee, it has been decided to entrust the imple¬ 
mentation of community development projects to the 
Panchayet Raj at the district, block and village levels. This 
decision has been statutorily enforced in Rajasthan, Andhra 
Pradesh, Assam, Orissa and Mysore and will be extended to 
other States. Under the new arrangements, administration 
of the community development programme at the district level 
is in the hands of a Zilla Parishad constituted of Presidents 
of Block Panchayets, the district M. P.s and M. L. A.s etc. 
Each block is in • charge of the Block Panchayet Samiti 
constituted of Presidents of Village Panchayets, representatives 
of women and depressed classes etc. *In each Block there is a 
Development Officer assisted by eight extension officers, who 
are specialists in the fields of agriculture, co-operation, animal 
husbandry, cottage industry etc. Finally, at the village level, 
the village panchayet, in co-operation with voluntary organisa- 
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tions like the youth club, mahila mandal e*tc. carries otit the 
tasks of community development. The key man at the village 
level is the Gram Sevak'. As a multi-purpose extension 
worker, he is in charge of ten villages. 

Finance for Community Development : The recent decisions 
about the expenditure on each block are as follows : in the 
preparatory phase—Rs. 18,000; in the first five-year stage— 
Rs. 12.00,000 ; in the second five-year stage—Rs. 5,00,000. 
The community development programme is financed partly by 

the Government and partly by the public. During thfl en years 
of the First and the Second Plans, Government expenditure on 
community development was Rs. 247 crores. The proposed 
Third Plan expenditure under this head is Rs. 294 crores. Up 
to the 1st October, 1961, the public contributed Rs. 106 crores, 
which was about 43 per cent of the Government expenditure. 
According to the Indo-U.S. Technical Co-operation Agreement, 
the Government of the U. S. A. has given an assistance of 14*2 
million dollars for community development work. Apart 
from this, the Ford Foundation is helping in training the 
workers. 

The achievements, shortcomings and prospects of Community 
Development : At the end of January, 1962, 3,500 Develop¬ 
ment Blocks were at work covering more than four lakh 
villages and a population of twenty-three .crores. During the 
year ending September, 1960-61, the achievements of the 
community development; programme were as follows :— 

(i) distribution of chemical fertilisers—2 crore maunds - r 
(ii) distribution of improved seeds—73 lakh maunds ; (iii) 
number of agricultural demonstrations—10 lakhs; (iv) 
improved implements distributed—4 lakhs; (v) improved 
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animals supplied—19 - thousand ; * (vi) adult education 
centres established—43 thousand ,* (vii) number of adults 
made literate—7-J lakhs; (viii) kuchha roads built — 

15 thousand miles ; (ix) construction of drinking water 
wells—35 thousand ; (x) reading rooms established—17 

thousand ; etc. 

Therefore, it cannot be said that the Community 

Projects have not succeeded. But in the Fourth Evaluation 

* _ 

Report, Dr. V. K. R. V. Rao has criticised the following 
shortcomings : 

1. In most of the villages within the Community Project 
areas, the success achieved lags far behind the programme 
chalked out. Though improved agricultural methods have 
extensively been used, in many villages, no effort has been 
made for irrigation, reclamation of land, soil conservation and 
consolidation of holdings etc. 

2. Very little has been done in the sphere of cottage 
industries. 

3. The success achieved in establishing new schools, co¬ 
operative societies and panchayet associations is very insigni¬ 
ficant. 

4. Though the consciousness of the rural people about 
socio-economic wants has increased, there is very little change 
in their feelings and outlook about developmental activities. 
Instead of depending on their own positive efforts, based on 
self-help, the old tendency to depend «on the government still 
persists. In this respect, the objective of community 
development l, has not been achieved. 

According to the Balwantrai Mehta Committee, though the 
community development programme has rendered many a good 
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service, it has failed to develop the initiative of the masses. 
Apart from the village panchayets, no higher local '.institution 
has shown any enthusiasm .in this respect. Except in a few 
states, even the village panchayets remained Unconcerned 
about developing the initiative of the masses. Therefore, the 
Committee has expressed the view that the work of village 

f • m 

development cannot make any progress without ‘democratic 
decentralisation’. 

The Committee recommended the formation of Block 
Panchayets based on indirect elections. All responsiomties for 
the development of the village are to be entrusted to such 
Block Panchayets. V Otherwise, community development 
will mean only the activities of the government officials 
imposed from the top and the very moment these officers are 
removed, the village developmental activities will cease. The 
Government has accepted these recommendations of the 
Committee. 

Whatever may be shortcomings of the Community 
Projects, there is no doubt that the movement *has great 
tasks and bright prospects before it. In respect of the 
extension of local self-governing institutions, the rapid 
progress of the co-operative movement and the successful 
implementation of village and area production plans during 
the Third Plan period, community development movement 
has a big role to play. 

Q. 4 . Discuss the effects of the abolition of the Zemindari 
system on the rural economy of India „ (B. A. 1959). 

For the modernisation and economic development of an 
' under-developed country like India, the abolition of the 
zemindari system and intermediary interests in land was 
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urgently needed. The economic development of India is not 
possible without improving agriculture and increasing food 
production. The Floud Commission appointed by the 
Government of undivided Bengal observed in 1938 that the 
zemindari system, particularly the Permanent Settlement, 
was the main obstacle to the improvement of agriculture 
and the development of land. As the Commission aptly 
remarked, under the zemindari system, land in Bengal 
became nobodv’s concern. The absentee and Darasitic 
landlords', and jagirdars created during the British rule 
were merely a class of rent-receivers who never invested 
capital for the improvement of land. The zemindari system 
robbed the cultivators of all incentives to land improvement. 
It is only when the tillers of the soil become its owners, that 
they will cultivate the land enthusiastically and concentrate 
on its development. Again, so long as intermediary interests 
exist, the cultivators have no direct contact with the state and 
all efforts of the State for the improvement of agriculture 
and economic development would be frustrated. Advancing 
these arguments, the Floud Commission recommended the 
abolition of the zemindari system at the earliest opportunity. 

The urgent need to abolish the zemindari system was 
also emphasised by the National Planning Committee of the 
Indian National Congress in 1938 and by the Congress 
Agrarian Reforms Committee in 1949. The task of the 
acquisition of zemindari rights was indeed begun by Congress 
Governments in many provinces even before British rule 
terminated.' 

' In independent India, the task of the abolition of inter¬ 
mediary interests has almost been completed. Previously* 
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the land under intermediaries constituted 43 per cent of the 
total land in India 4 but in 1958 it was only 5 per cent of the 
total land. The State has acquired the lands of all intermedia-^ 
ries, such as zemindars, pattanidars etc. and will pay 
compensation to the latter. Ttye compensation is payable 
either in cash or in bonds, mainly in bonds. The total 
amount of compensation payable in all the States taken 
together comes to Rs. 330 crores. If we add to this sum 
rehabilitation payments to zemindars, the total cost of the 
purchase of zemindari estates will come up to Rs. <^8 crores, 
if not more. About Rs. 2*6 crores has already been paid 
to the zemindars. v 

Results of the abolition of Zemindaris : The abolition of 
zemindaris in India marks the beginning of a far-reaching socio¬ 
economic revolution in the countryside, brought about through 
democratic and peaceful methods. After the lapse of ages 
the peasants are able to raise their heads high. The principle 
that the non-cultivators have no right to landownership has 
barred the way to the age-old exploitation of the tillers of 
the soil. The peasant has begun to feel the land as his own 
and is encouraged to undertake land improvements and _ take 
to intensive cultivation. It has been possible to satisfy 
to some extent the land hunger of the landless peasantry 
and mitigate the problem of rural . unemployment by 
distributing the surplus lands acquired by the State. The 
creation of a numerous cjass of peasant proprietots has faci- 
iated the establishment of the Panchayeti and the Co-operative 
raj in rural India. The peasants have been brought into direct 
contact with the State and this has laid the foundation for 
Community development Projects. 

—2 
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But mere abolition of. landlordism is not enough. What 
is needed is comprehensive land reforms leading the nation 
towards joint and co-operative fanning. 

Q. 5. Discuss briefly the importance and chief features of 
the policy of land reforms pursued in India during the last ten 
years. 

By land reforms we mean: (i) abolition of the 

feudal or semi-feudal zemindari system; (ii) fixation of a 
ceiling on landholdings ; (iii) tenancy reforms ; (iv) consoli¬ 
dation of&oldings : (v) introduction of co-operative farming 

and co-operative village management. Apart from the 
government land reform measures, there is a non-official land 
reform movement in India known as 'Bhoodan’. Though 
there exist some differences and even contradictions between 
these two movements, there is a growing tendency to integrate 
the ‘Bhoodan* movement with land reform legislation. 

The National Planning Committee declared in 1938 that 
in independent India zemindaris would be abolished and 
collective and co-operative farming would be introduced. 
In 1949, the Congress Agrarian Reforms Committee outlined 
a comprehensive scheme of land reforms. The First Five Year 
Plan declared land reforms to be the most important measures 
of reform needed in India. Land reforms are indeed the 
key to the agricultural revolution needed for the country s 
rapid economic development. The land reforms embodied 
in the First Five Year Plan were modejled on the recomihen- 
dations of the Agrarian Reforms Committee. These reforms 
are being qarried out in India in the light of the recommenda¬ 
tions of the Land Reforms Panel of the Planning Commission 

u. 

and the Nagpur Congress Resolutions. 
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/. Abolition of landlordism : In independent India, ail 
zemindari rights have been acquired by the State. 

2 . Ceiling on landholding : With 'the -abolition of the 
zemindari system it has been decided to impose ceilings on 
landholdings. Ceilings are of two types : ceiling on future 
holdings and ceiling on present holdings. Ceilings on land* 

ownership will prevent the concentration of land in a few 

hands and satisfy the age-old land hunger of the peasantry. 
According to the directives of the Planning Concussion, the 
task of imposing ceiling on existing landholdings was to have 
been completed by the end of the Second Plan. Legislation 
imposing ceilings on future and existing holdings has been 
passed in all States. But the work of implementation of the 
legislation has made slow progress. 

3 . Tenancy Reforms : Broadly speaking, they have three 

aspects : (t) security of tenure ; («) reduction of rent; 

(Hi) right of the tenants to the ownership of land. Land 
ownership must go hand in hand with land cultivation—this is 
the accepted fundamental principle in India. Tenants 
who have tilled the same land for a continuous 
period of 6 years are generally regarded as enjoying 
occupancy rights protecting them from eviction. 
In the case of lands in regard to which the tenants 
do not enjoy occupancy rights, the right of the owners to 
resumption of land for personal cultivation is recognised in 
all States. But safeguards are provided to prevent eviction of 
tenants by the landlords on false pretexts, to counter pressure 
on the tenants to surrender their holdings by supposed, 
'voluntary* transfers, and to ensure that as a resumption • the 
tenants do not become completely landless. In Madras, Orissa 
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and Andhra, eviction of tenants up to a specified future date 
has been prohibited.. There are different limits fixed for 
resumption of land for personal cultivation in different States, 
for example, in Jammu and Kashmir from 2 to 4 acres of wet 
land and from 4 to 6 acres of dry land ; in the Punjab up to 
30 acres but the tenant must be left with 5 acres ; etc. 

In respect of land subject to the right of resumption, 
various measures are being taken to afford fixity of tenure to 
the tenant^. In respect of land in non-resumable areas, 
measures are being taken to enable tenants to acquire 
ownership of land by paying compensation to the landlords or 
by paying its purchase price. 

The distribution of land to the landless peasants is also 
an underlying principle of the 'Bhoodan' and ‘Granadan’ 
movements. Up to August, 1960, 44 lakh acres of land and 
4 ^ thousand villages were donated and 85 lakh acres of land 
were distributed in India through the Bhoodan movement. 

In the opinion of the Planning Commission, the rent should 
not generally exceed one-fourth or one-fifth of the crops 
produced. This principle has been observed in certain states 
but in others it has been violated. In West Bengal the 
share-croppers are to pay 50 to 40 per cent of the gross 
product. In this State, the share-croppers are not considered 
as tenants. 

4 . Consolidation of fragmented holdings : Previously, 

’ consolidation of fragmented holdings used to be achieved only 
through the co-operative societies and in a voluntary manner. 
Recently, thfe policy of partially compulsory consolidation has 
been adopted. Consolidation work has made good progress 
in Uttar Pradesh, Punjab, Madhya Pradesh and Bombay. 
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Almost nothing has been done in the other States. According 
to the directives of the Planning Commission, in Community 
Development and National Extension Service areas, primary 
importance has to be attached to the task of consolidation of 
holdings. To prevent fragmentation of holdings, laws have 
been enacted in many States to the effect that in case of 
transfer and partitioning of land, the area of a plot of land 
must not be allowed to fall below a minimum limit, such 
as from. 5 to 10 acres in the former Vindhya I^desh, from 
2 to 24 acres in former Hyderabad State, 6^ acres in Uttar 
Pradesh etc. It was decided in the Second Plan that by 
spending Rs. 450 lakhs, 360 lakh acres of land were to be 
consolidated. Up to 31st March, 1961. consolidation of 
293 lakh acres of land had been effected and the task of 
consolidation of another 107 lakh acres of land was in progress. 

5. Co-operative farming and co-operative village manage¬ 
ment : Simultaneously with the establishment of family 
farming by a numerous class of peasant proprietors, efforts 
are being made cautiously to take the peasantry towards 
co-operative farming. One novel feature of land policy in 
India is co-operative village management. For the purpose 
of land management the whole village is looked upon as a 
single unit where cultivation everywhere is subject to regulation 
and supervision by the village panchayet.' 

Conclusion : India is no doubt embarked on a great 
experiment of land iteform through democratic and peaceful 
methods. The abolition of intermediary interests in land 
is the beginning of a revolutionary change in the sock* 
economic life of our villages. After the lapse of age! tlw 
peasants in the countryside are raising their heads high. Thi 
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principle that the non-cultivators have no right to land- 
ownership is gradually asserting itself. Through the fixation 
of a ceiling qn landholdings, the distribution of land is being 
made more equitable and the land hunger of the peasants 
is being satisfied through legalised channels. The land 
revenue system is being converted into a progressive tax 
system. By conferring ownership of land on the peasants 
the possibilities of improving agriculture and increasing 
food production have been widened. As a result of land* 
reform, the relations between the State and the cultivators 
have become closer and a strong foundation has been laid 
for the success of community development work and the 
co-operative movement. 

But the pace of land reform in India is very slow. 
In most of the States, the ceiling has been placed at 
too high a level and legislation regarding the ceiling has 
not yet been enforced. A number of State Governments have 
violated the directives of the Planning Commission with 
regard to the fixation of the rent payable by the tenants. 
Disregarding the provisions of the land reform laws, large- 
scale eviction of tenants has taken place in recent years. Very 
little progress has been made in the sphere of the distribution 
of surplus land and 'Bhoodan’ land. The improvement of the 
conditions of the share-croppers is very insignificant and the 
conditions of the landless peasants remain much as they 
always were. The progress of the work of consolidation 
of holdings is also very slow. In the Community Development 
areas the plaii for co-operative farming and co-operative 
village management still remains on paper. No definite signs 
of a new awakening in the rural areas of India are yet visible* 
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But it should not be forgotten that the movement ror tana 
reform in India is still incomplete. Its completion will no 
doubt make the rural scene somewhat less depressing. 

Q. 6. Give a brief account of the land reform measures 
adopted in West Bengal. 

Though it was the Government of undivided Bengal 
which appointed the Floud Commission, yet West Bengal 
lagged far behind the other States in taking up land reform 
legislation. It was in 1953 that the West Ben^l Estates 
Acquisition Act was enacted. This Act came into force on 
April 15, 1955. According to the provisions of this Act, 
the State has compulsorily acquired the entire estates of 
intermediaries with the exception of the following categories 
of land : (i) homesteads; (ii) ‘khas’ non-agricultural land 
up to 15 acres ( or 20 acres including homesteads ) ; (iii) 
'khas* agricultural land generally not exceeding 25 acres ; 
(iv) tank fisheries ; (v) land comprised in tea-gaidens and 
dairy ; (vi) land comprised in mills, factories and workshops; 
etc. Compensation is to be paid on the following scale ; for 
the first slab of the net income of Rs. 500 or less—twenty 
times the net income; the scale of compensation for the 
higher slabs will gradually be lowered and for the highest 
slab of net income of rupees one lakh or more, compen¬ 
sation will be two times the net income. The compensation 
will be paid partly in cash and partly in bonds. Compen¬ 
sation for net income up to Rs. 250 will be paid wholh 
in cash. In cases where the net income exceeds Rs. 2 lakhs 
only 12 per cent of the compensation will be paid in cash. 

In 1955 a # more comprehensive Land Reforms Act wa 
enacted in West Bengal. Under the Act the ryots have bee> 
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declared owners of their holdings. The ceiling cm land- 
holdings of the individual ryot has been fixed at 25 acres, 
excluding the homesteads. The State will compulsorily 
purchase from the ryots lands in excess of this ceiling. 
Compensation will be paid to the ryots according to the 
current price of land prevailing on the date of transfer. So 
far, through the imposition of ceilings, the State government 
have come into possession of 2*7 lakh acres of agricultural 
land which is being leased out to the agricultural workers on 
an annual basis. The work of securing and distributing 
surplus lands has progressed rather slowly. 

Revenue rates payable by the ryots have been fixed in the 
following way : The revenue officer of the Government is to 
fix up seperate revenue-rates for different categories of land. 
In respect of paddy lands the revenue-rate should not exceed 
one-fifth of the yield per acre, and in respect of other lands 
it should not exceed one-tenth of the value of the yield per 
acre. For the first 2 acres of his holdings the ryot shall pay 
10 per cent of the declared revenue-rate : for the next 3 acres, 
15 per cent of the revenue-rate : and so on progressively 
up to, 15 acres. All lands above 15 acres will be chargeable at 
30 per cent of the revenue-rate. So long as the government 
revenue-rate is not fixed under the new Act, the ryot will have 
to pay the same amount of rent he used to pay to the 
zemindar. The new Act is still to be implemented. 

In the Land Reforms Act of West Bengal, the bargadars 
or share-croppers have not been recognised as tenants. 
Where ploughs and seeds etc. are supplied by the zemindars, 
share-croppers are to pay 50 per cent of the yield as rent, 
otherwise, 40 percent. The Act provides for* consolidation, 
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of holdings on the basis of partial compulsion. There 
has been little progresss in this respect. Various facilities 
have been provided under the Act for the purpose of 
encouraging co-operative farming among the cultivators. 

Q. 7 . Discuss the different aspects of the question of fixing 
ceilings on agricultural holdings in India . ( B. Com. 1959 ) 

The First Five Year Plan recommended that a ceiling 
should be fixed on individual landholdings. It was suggested, 
that the ceiling should be fixed by each State hav in ^regard to 
its own agrarian history and its present problems. For 
collecting the required data, it was decided to undertake a 
census of landholdings and cultivation. In almost all states 
the census has been carried out. 

Ceilings on landholdings are of two kinds : (a) ceiling 

on future acquisition, and (b) ceiling on existing holdings. 
The following questions are to be considered in fixing a 
ceiling : 

1. To what lands ceiling should apply : According to the 
Second Plan, the ceiling should apply to owned land under 
personal cultivation. Regarding lands occupied by the tenants, 
measures will be taken to see that the tenants acquire rights 
of ownership. It is a much-debated question whether ceilings 
should apply to holdings of individuals or to holdings of 
families. In the opinion of the Land "Reforms Panel of the 
Planning Cnmmission, the ceiling should apply to the total 
area held by a family; a family being deemed to include 
husband, wife, and dependent sons and grand-children. The 
family is the socio-economic unit of agriculture. Besides, 
ceilings on family holdings would increase the amount of fend 
available for redistribution. There is thus a good case for 
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applying .the ceiling to land held by a family. On the other 
hand, the census of landholdings gives information only about 
individual landholdings. There is greater administrative 
advantage in fixing ceilings on individual holdings. This 
would also be more in keeping with the spirit of 
individualism. 

2 . * The level of the ceiling : Serious differences also exist 
over the question of the level at which the ceiling should 
apply. It^jvas proposed in the First Plan that the level of 
ceiling should be fixed at some multiple of a ‘family holding*. 
It is difficult to arrive at a definite concept of a ‘family holding* 
and still more difficult to apply it in practice. It may be 
regarded (i) as a work unit for a family of average size 
working under existing technical conditions ; or (ii) as an 
area of land yielding a certain average income. To relate a 
‘family holding* to a given level of income is a well-nigh 
impossible task. Nor is it easy to define what constitutes a 
‘work unit’. The Planning Commission has directed that the 
ceiling should be placed at about three ‘family holdings* and 
it has asked the State Governments to specify the area of a 
family holding, having regard to the differences in soil, 
irrigation facilities etc. in different regions. The principle of 
fixing the ceiling at three times the family holding applies 
irrespective of whether the ceiling is placed on total land held 
by an individual or on total land held by a family. 

Critics of land reforms hold the view that limiting the size 
of the individual holding to three family holdings would be 
detrimental to agricultural progress. It is pointed out that 
the Imposition of a ceiling would obstruct the development of 
large-scale capitalist farming in India which is needed most 



INDIAN ECONOMICS 


27 


urgently. In the opinion of the critics, there shoul^Jbe no 
ceiling on individual landholdings and if a ceiling is to be 
fixed at all, it should be placed at a much.higher level than, 
is considered desirable by its protagonists. On the other hand, 
the advocates of the ceiling point out that the ceiling would 
bring about a more equitable distribution of land. It would 
enable the State to distribute surplus lands to the landless 
and land-hungry peasantry. This would stimulate agricul¬ 
tural production. It has been well said that the j^agic of 
property turns sand into gold. Even a small farmer will put 
forth his best endeavours to improve his land and increase the 
productivity of his farm if he feels that no one else is entitled 
to the fruits of his labour and sacrifices. The introduction 
of the ceiling will not be an obstacle to the growth of co¬ 
operative farming which is the only practicable way to extend 
large-scale farming in India. 

3 . Exemption from ceiling : It is generally admitted that 
the following categories of farms should be exempted from the 
ceiling, e. g. tea, coffee and rubber plantations ; orchards ; 
cattle breeding and dairy farms ; efficiently managed compact 
farms on which heavy investments have been made ; etc. 

4 . Need to prevent illicit transfer of holdings : There is 
the danger of land reforms being nulified by the illicit transfer 
of holdings. Against this danger, certain 'special measures 
have been adopted in West Bengal and in other States. To 
prevent this danger, all transfer of lands after a specified date 
should be declared unlawful or liable to the scrutiny of the 
court. 

^ 5 . Payment of compensation : It is generally held that 

the compensation for surplus holdings should be paid at the 
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market price of land. But it is desirable to pay compensation 
according to special statutory rates. 

6. Distribution of surplus land : In India there are differ¬ 
ences of opinion on the redistribution of surplus land. The 
government’s policy is to distribute the surplus holdings 
among the peasants organised in co-operative farming societies. 
But many others think that surplus land should be distributed 
among landless and small peasants, individually. 

Th^ enactment of the laws fixing a ceiling and the 
implementation of those laws have been very slow in India. 
The Nagpur Congress Resolution urged the enactment of laws 
about the ceiling in all the States of India within 1959 and 
the enforcement of these laws within three years. 

The ceilings imposed on the future ownership of land 
in different States of India are as follows : Telengana area 
of Andhra Province—from 12 to 180 acres j Assam—50 acres ; 
former Bombay area—from 12 to 48 acres; Jammu and 
Kashmir—22J acres ; Madhya Prodesh (Madhya Bharat area)— 
50 acres ; Punjab—30 standard acres; Uttarpradesh— 12 * 
acres ; West Bengal—25 acres etc. 

The ceilings on existing holding in the different States are 
as follows ; Andhra Province (Telengana area)—from 18 to 270 
acres ; Assam—50 acres ; Bombay ( Marathawada )—from 
18 to 270 acres ; Bombay—( Vidarva and Kutch area )—6 
family holdings; Jammu and Kashmir— 22 1 acres ; Punjab 
(Pepsu area )—30 standard acres ; West Bengal—25 acres; 
etc. 

In ail States, laws have been enacted regarding 
the fixation of a ceiling. In most States laws on the ceilings 
c *ill await implementation. Legal, provisions sfeout the ceiling 
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are often cleverly evaded. Ceilings imposed in different 
States lack uniformity. 

Q. 8 . Examine the case for Co-operative Farming in India. 
What methods would you suggest for the development of co¬ 
operative farming in this country ? ( B. A. 1959 ) 

Argue the case for and against the introduction of co-operative 
farming in India. ( B. A. 1961 ; B. Com. 1961 ) 

The case for co operative farming in India : Co-operative 
farming implies pooling of the lands of independent 
farmers and their joint management. At present in our 
country each peasant family cultivates its individual holdings 
separately. This type of cultivation is called family farming. 
Such farming is on a small scale. Because of the high 
pressure of the population on land the average holding per 
peasant family is very small in India. In West Bengal it is 
only 4 to 5 acres per family. Experts are of the view that 
efficient cultivation* is not possible unless the size of the 
family holding is at least 10 acres. Owing to the existence of 
small holdings the production of crops per acre in India is 
very low in comparison to developed countries. Owing to 
low productivity of the land the food problem in India has 
taken a serious turn. The population is increasing rapidly 
and there is a serious shortage in food supply. As India 
■ is advancing along the path of economic development the rate 
of growth of food production should be stepped up 
substatially. The per capita consumption of food in rural 
areas is increasing in India's developing economy. 
Moreover, for feeding the increasing urban population, 
* it is also necessary to raise the amount of the marketable 
surplus of food considerably. 
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How can we do it ? There is not much uncultivated 
land in India which can be used for the extension of culti¬ 
vation. It is neither possible nor desirable to import a large 
quantity of food from foreign countries regularly. Therefore, 
the only way open to India is to practice large-scale farming 
by means of better organisation, improved methods and 
modem technique. 

There are two ways in which large-scale farming can be 
introduced in India: (1) capitalist farming and (2) co- 
operative farming. Capitalist farming will cause the concen¬ 
tration of land in few hands and the expropriation and 
eviction from land of millions of peasants. This will 
accentuate the already acute rural unemployment problem 
and sow the seeds of civil war. With our slow pace of 
industrialisation in India, we cannot possibly absorb large 
masses of evicted peasants in industrial occupations in the 
near future. 

Hence it is not desirable that India should tread the path 
of capitalist farming based on the exploitation of the peasantry. 
Co-operative farming is therefore the only path for India. In 
accordance with the recommendations of the National Planning 
Committee and the Agrarian Reforms Committee, the Planning 
Commission has drawn up the following outline for a peaceful 
agrarian revolution in India, (i) the distribution of land to 
the tillers through land reform laws or voluntary Bfioodan 
movement or both; (it) the consolidation of fragmented 
lands ; (tii) the organisation of the peasantry into large-scale 
production units on the basis of mutual help and co-operation. 
‘Firstly, various types of so called ‘service co-operatives’ such 
as ; co-operative marketing societies, agricultural warehousing 
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and processing co-operatives, co-operative credit societies, 
etc. are to be established. In the final stage, we have to 
have co-operative farms and co-operative village management. 

The case against co-operative farming in India : The propo¬ 
sals for co-operative farming have been subjected to strong 
criticism in India. The arguments of the opponents are 
in the main as follows: (I) In Soviet Union and China, 
there have been mass killings of the peasantry; the peasants 
have been f orcibly drafted into the collectives ; India should 
not tread this path of tyranny and totalitarianism ; (!) collec¬ 
tive farms are as much instruments for the exploitation of 
the peasantry as capitalist farms ; (3) the Indian peasant's 
attachment to his own holding, however small it may be, is 
well-known ; he will never willingly join a co-operative farm ; 
(4) The Japanese example proves that if assistance from 
‘service co-operatives* is assured, the family farming system 
can increase production sufficiently ; this example should be 
followed in India : (5) the quality of Indian land is such 
that mechanisation of agriculture will do more harm than 
good ; what is needed in India is small-scale intensive farming 
instead of large-scale mechanised farming. 

These arguments can be replied to as follows : 

(i) Prior to British rule private property in land had 
never received absolute recognition in India. The village 
communities had always exercised authority over the use 
of land. 

(ti) 40 per cent of the peasants of India maintain their 
livelihood by working as labourers either wholly or mainly. To 
► bring them within co-operative farms involves no infringement 
of individual rights to land. 
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(iii) Only 17 per cent of the family farms of present-day 
India are profitable and 83 per cent are unprofitable. The 
system of independent family farming means in practice that 
moat of the peasants are on the verge of bankruptcy and 
expropriation. 

{iv) The Government of India's plan is to give due 
recognition to individual land ownership in the organisation 
of a co-operative farm. The aim in India is to organise co¬ 
operative^ farms voluntarily. The Government of India wants 
to proceed cautiously on the basis of experimentation. 

(v) There is no doubt about the fact that ‘service co¬ 
operatives’ are definitely necessary. But they alone cannot 
solve the problem. 

Progress of co-operative farming in India : As yet, the 
co-operative farms movement has made little progress in 
India. Up to the middle of I960, there were only 5,639 
co-operative farms throughout India. They were officially 
classified as follows : (1) joint farms 1,758 : (2) collective 
farms 893 : (3) better farms 968; and (4) tenant farms 
2,012. The whole movement is still in an experimental stage. 

In accordance with recommendations of the report that 
the Working Group on co-operative farming submitted in 
June, 1960, the Planning Commission has directed that 320 
Pilot Projects of -co-operative farming are to be carried out 
during the Third Plan. In each Project there will be 10 
co-operative farming societies. It Js being hoped that the 
examples of these Pilot Projects will inspire the establishment 
of 4,000 "co-operative farming societies outside the Pilot areas. 
Membership of these societies will be voluntary. Mostly; 
members will be small peasants or landless‘peasants. The; 
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members will place their land# in the society's pool initially for 
a period of 5 years, retaining the ownership in their own 
hands. After 5 years’ experience, the member will be at liberty 
to withdraw his land from the pool and the rules thereunto 
will be framed by the society itself. 

Rules for the formation of co-operative farms have been 
framed in almost all States. The following special facilities 
are being extended to co-operative farms : (1) various 

concessions regarding government loans j (2) ^facilities 
regarding the supply of seeds, fertilisers ; etc ; (3) facilities 
regarding consolidation of holdings. Many training centres 
have been opened fof the training of the secretaries and other 
personnel of co-operative farms. A National Co-operative 
Farming Advisory Board has been set up to give counsel and 
guidance to the movement for co-operative farming. 

Q. 9. (a) Examine the Agencies for the supply of rural 

credit in India, (b) How would you re-organise the system ? 

( B. A. 1955 ; 1957 ; B. Com. 1956 ) 
(h) Give your own evaluation of the scheme of “integrated 
structure of rural credit” recommended hy the all-India Rural 
Credit Survey. ( B. Com , 1 959) 

Frederick Nicholson wrote in 1895 : “The lesson 

of history is that.the agriculturist must borrow”. A 

peasant needs short-term credit to purchase seeds, manures 
etc. for carrying on his annual cultivation. He requires 
medium-term credit to .purchase ploughs, bullocks and 
agricultural implements. Further, he requires long-term 
credit to repay old loans, to purchase new land and to make 
^ permanent improvements on the land. Because t>f poverty; 
the peasant haft very little savings. This makes his need to 

—3 





money-lenders not only for farming but also for the main¬ 
tenance of their families and for marriage and other ceremonies. 
The debts to money-lenders are never fully repaid and 
consequently the peasants become debt-slaves of money¬ 
lenders. The money-lenders purchase the peasant's crops 
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crores in 1950-51 to Rs. 200 crores in 1960-61. 


( 3 ) The Government : According to the Acts of 1883 
and 1884 the Government grants taccavi loans partly for 
current cultivation and partly for the improvement of land. 
These constitute 3*3 per cent of the total amount borrowed 
by the agaicuitunsts. The conditions of taccavi loans are 


























































































object qf. increasing remittance and credit facilities in the 
rural areas. The integrated scheme became part of the 
Second Plan and was implemented in the following 
manner : 

1. The Establishment of the State Bank of India: 
According to the recommendation of the Gorwala Committee 
in 1955, the former Imperial Bank has been nationalised 
and its new name is the State Bank of India. The State Bank 
has been directed to open 400 new branches in sub-divisional 
and small towns within 5 years. Up to November 1960, 
the State Bank opened 427 branches. 

2 . Establishment to two Funds by the Reserve Bank: 

Following the recommendation of the Gorwala Committee 
the Reserve Bank has established two funds • (i) National 
Agricultural Credit ( Long-term Operations) Fund ; (ii) 
National Agricultural Credit ( Stabilisation) Fund. The 
Long-term Operations Fund was established in February, 1956. 
At the outset Rs. 10 crores were deposited in that Fund and 
an additional Rs. 5 crores is being deposited with it annually, 
the deposit in 1959-60 being Rs. 10 crores. The purposes of 
this fund are: (a) loans to the State Governments to 

purchase shares of co-operative credit societies ; (b) long-term 
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loans to central land mortgage banks; (c) purchase pf 
debentures of the central land mortgage banks. Out of 
this fund, Rs. 5 crores was advnced up to July, 1960, to 
13 State Government for purchasing shares of co-operative 
societies. The Stabilisation Fund was established in 1956 
with Rs. 1 crore to start with. The purpose of the Stabilisa¬ 
tion Fund is to advance loans to the State Co-operative 
Banks so that these banks can convert their short-term loans 
to mediumterm loans. The Stabilisation Fund not yet 
been utilised. 

3 . Formation of \arge-sized co-operative societies : In accor¬ 
dance with the recommendations of the Rural Survey 
Committee, it was at first decided to establish 10,400 larger- 
sized primary societies during the period of the Secqnd Plan. 
Each large-sized society would have 500 members and a 
minimum share capital of Rs. 15,000 j it would be affiliated 
to a primary marketing society. The National Development 
Council, in 1958, frowned upon the proposal to start multi¬ 
village, large-sized primary societies. It directed that the 
village should be the basis of the primary society ; very small 

vil lages lying close to each other might, however, be grouped 
to form a primary society but their total population should not 
generally exceed 1 , 000 . 

4 . Increase of co-operative loans : It was decided that at 
the end of the Second Plan, loans granted by the co-operative 

societies would be of the following magnitudes • (a) Short¬ 
term loans Rs. 150 crores: (d) medium-term loans, Rs. 50 
crores, (c) long-term loans Rs. 25 crores. The corres¬ 
ponding figures at the end of the Third Plan are (a) Rs. 400 
crores, (b) Rs. 160 crores and (c) Rs. 115 crores. 
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5 . Co-operative marketing and Co-operative warehousing : 
One of the principal aims of the integrated scheme is to link 
credit with marketing, the ultimate objective being the 
marketing of the entire agricultural surplus through the co¬ 
operative societies. During the Second Plan period, 2,000 
marketing societies were started and 400 additional marketing 
societies are to be established during the Third Plan period. 

In 1956 a Central Agricultural Produce ( Development and 
Warehousing) Corporation Act was passed. Under the provisi¬ 
ons of thw Act, a National Co-operative Development & Ware¬ 
housing Board, a Central Warehousing Corporation and 14 
State Warehousing Corporations have been established^ Up 
to September 1960, the central Warehousing Corporation 
set up 27 warehouses and the State Warehousing Corporation 
set up 181 warehouses. By the end of the Second Plan the 
marketing societies and the large-sized primary societies were 
to have set up 5,000 godowns. 

Criticism : The Rural Credit Survey Committee rightly 
observed that while co-operation had failed, co-operation must 
succeed. But its recommendations regarding larger-sized 
societies and major State partnership in co-operative institu¬ 
tions were not quite in keeping with the principles of 
co-operation. Happily, these two aspects of the integrated 
scheme have been subjected to re-appraisal and considerably 

modified. State participation in the captital of co-operative 

* 

societies is now to take place within 5 to 8 years on a matching 
basis and the State is to withdraw its capital during the next 
5 to 8 years. The linking of credit with marketing and 
processing and the warehousing programme are likely to have 
far-reaching consequences. 
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Q. 10. (a) Trace briefly the history of the co-operativ* 

ft* 

movement in India, (b) What factors have’been responsible foi 
the slow progress of the movement in the country ? (B. A. 1956] 

(b) Discuss the causes of the incdequate development of th 
co-operative movement in India. (B. A. 1961 

{a) History of the co-operative movement m India 
“The co-operative movement in India/' observed the Reserv 
Bank's Review of the Co-operative Movement in India, 

1954-55, “has had a history of more than half ^ century 

during which it passed through several phases of expansion 
stagnation, consolidation and revival 7 '. In the famous 
Nicholson Report of 1897, it was stated that by establishing 
Co-operative Rural Banks, on the model of Raiffeisen, a pioneei 
of the German Co-operative movement, the problem of India*! 
rural indebtedness could be solved. The Nicholson Reporl 
bore fruit in 1904, in which year a Co-operative Credii 
Societies Act was s&ssed. Thus was born the co-operative 
movement in India. 

The Act of 1904 provided only for the formation oi 
co-operative credit societies. Credit societies were divided 
into two categories : (1) Rural Credit Societies with unlimited 
liability, based on the model of Raiffeisen : (ii) Urban Credii 
Societies with limited liability, based on the model oi 
Schultze-Delitsch. The Act of 1904 mdde no provision foi 
societies other than primary societies. 

To remove the shortcomings of the Act of 1904, the tncti&Q 
Co-operative Societies Act was enacted in 1912. This Ad 
made provision not only for the formation of credit societiei 
but also permitted the formation of non-credit societies for pun 
chase and sale, housing, insurance &lc. Secondly, the Act of t$i! 
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provided for the formation of primary as well as central co-opera* 
tive societies such as t guaranteeing unions, central banks and 
provincial banks. The principle of unlimited liability was 
prescribed for credit societies, the majority of whose members 
were cultivators. Central societies were to have limited 
liability. All other societies were granted the right of adoptin g 
the principle of limited liability if they so desired. 

In 1915 the Madagan Committee was appointed to examine 
the progress made by the co-operative movement. The 
Maclagarf Committee recommended that the non-official 
participation in the co-operative movement should be increased. 
The Committee made several other major recommendations, 

- but the First World War prevented the implementation of 
the Maclagan Committee’s report. After the introduction 
of the Montagu-Chelmsford Reforms of 1919, co-operation 
was made a provincial subject and was administered by the 
provincial ministers. During this period the co-operative 
movement took a big leap forward. But because of the 
neglect of the fundamental principles of co-operation, the 
foundations of the movement remained weak and unsound. 

The Great Depression of 1929-33 gave a serious set-back 
to the co-operative movement. Because'of the heavy fall in 
the prices of agricultural produce, the peasant members of 
the co-operative credit societies failed to repay their loans 
regularly. The assets of the societies became frozen and 
over-dues mounted up. Most of the central and provincial 
banks came near to virtual extinction. 

In 1936, the newly established Reserve Bank opened an 
agricultural credit department. In the beginning the Reserve 
Bank used to conduct only investigations and publish reports 
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about the co-operative movement, and did not render financial 
help to the co-operative societies to any appreciable extent. 

The Second World War gave a new life to tho stagnant . 
and bankrupt co-operative movement in India. By 1945-46 
the number of societies in India had increased by 41 per cent, 
membership by 70 per cent and the amount of working capital 
by 54 per cent as compared to 1938-39. During this period 

there was an appreciable increase in the nurober_ of con¬ 
sumer's co-operatives or co-operative stores. 

In 1945, the then Government of India appointed a Co- 
operative Planning Committee. The main recommendations 
of this Committee were : (i) conversion of primary societies 
into multi-purpose societies, (ii) 50 per cenc of the villages 
and 30 per cent of the rural population to be brought under 
the jurisdiction of the re-organised societies. 

The development of the co-operative movement has been 
accorded great importance in independent India’s Five Year 
Plans. In 1954, the Rural Credit Survey Committee reported 
t that co-operation in India had failed and that it must succeed. 
The integrated scheme of rural credit recommended by the 
Committee was incorporated in the Second Plan* A compre¬ 
hensive and far-reaching scheme of co-operative development, 
framed in the light of the National Development Council's 
resolution in 1958, the Nagpur Congress resolutions and the 
recommendations of the V. L. Mehta Committee, 1960, is 
being implemented. As a result of the Five Year Plans, the 
co-operative movement in India has registered substantial 
4 progress. Between 1951-52 and 1959-60, the number ol* 
societies rose from 1 lakh 85 thousand to 3 lakh 14 thousand ; 
their total memjsership rose from 1 crore 38 lakhs to 3 crores ; 

—4 



SELECTED QUESTIONS & ANSWERS ON 


42 • 

and their working capital rose from Rs. 306 crores to 
Rs. 1,083 crores. Over the period of the first two Plans, 
the number of primary agricultural credit societies has.risen 

from about one lakh to more than two lakhs, their membership 
has gone up from 4*4 million to 17 million and loans advanced 
by them have risen from Rs. 23 crores to about Rs. 200 
crores. At the end of the Second Plan, 33 per cent of the 
agricultural population were served by the co-operative 
movement. 

B. Causes of the slow progress of the co-operative movement 
in India : 

From the days of the Nicholson report, it has been 
universally held in India that the co-operative movement 
constituted the only hcpe of the Indian peasantry. 
But the progress of the co-operative movement in India has 
been deplorably inadequate and slow. In the history of the 
movement, the main emphasis was on the establishment of 
agricultural credit societies. But the Rural Credit Survey 
Committee made the startling revelation that after fifty 
years of the co-operative movement, the co-operative societies 
were supplying only 3 per cent of the credit needs of the 
Indian peasantry. Since then the situation has improved. 
But the slow progress and the weakness of the co-operative 
movement in India continue to be matters of anxiety. The 
mahajans still dominate the rural economy. Tfie loans 
advanced by rural credit societies do not yet exceed one-third 
of the mahajani loans. The interest charged by the societies 
'is excessive. The co-operative movement has made little 
progress in loosening the stranglehold of the- beparis over the 
marketing of agricultural produce. The total business 
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of agricultural marketing societies has not exceeded 
Rs. 200 crores. A large proportion of rural societies is ill- 
managed and devitalised. Tfcir own resources are extremely 
small and their loans overdue are alarmingly large. The 
movement for the establishment of co-operative farms is still 
in the stage of tentative experimentation. Co-operative stores 
have registered a set back instead of progress. In the sphere 
of co-operative processing, the rapid development of the 
co-operative sugar industry is indeed a remarkable phenomenon 
but progress in other directions is not satisfactory, industrial 
co-operatives have met with considerable success in the hand- 
loom -weaving and cottage industries but, on the whole, these 
institutions are still in the beginning stages. In 1959-60, the 
total membership of housing societies was three lakhs and 
houses constructed by them numbered 46 thousand. For a 
large country like India, these figures must be considered to be 
meagre. In the field of supply, only the development of 
sugarcane supply societies can be regarded as really 
satisfactory. 

The slow and inadequate progress of the co-operative 
movement in India is due to a variety of causes : 

(1) About 88 per cent of the rural population in India is 
illiterate. The illiteracy and ignorance of the masses 
constitute a serious obstacle to the growth of co-operation. 

(2) Owing to stark poverty, the peasants can save 
little. Due to the paucity of rural savings, the societies 
become excessively dependent on help from outside and from 
above. 

(3) The improvidence of the peasantry on ceremonial- 
occasions like marriage, sradh et c. is proverbial. Cooperative 
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societies cannot acquire strength unless their members 
practise thrift. 

(4) The peasants have lived for generations as hereditary 
debt slaves of the village moneylenders. The burden of old 
debts retards the healthy growth of the societies. The 
advances given by the societies are often diverted from 
production purposes to the object of repaying old debts to 
the moneylender. 

(5) A genuine co-operative outlook is very rare in India. 

ThereCiS little realisation on the part of the workers and 

members of co-operative societies of the basic principles of 
co-operation. Co-operation is not merely a means of material 
well-being. It is a way of life. Failure to realise this has 
checked the progress of the co-operative movement and often 
led it astray. Nicholson concluded his report with the famous 
words, Find Raiffaisen. But the search for the Raiffaisens in 
India has failed. Most members join societies simply with a 
financial motive. They do not cultivate business sense, 
honesty, punctuality, self-reliance and other virtues of the 
true co-operator. Like most other institutions in India, 
co-operative societies too are beset with factionalism and 
corruption. 

(6) Co-operation in India has come to the village from 
above. It has not, grown from below. Excessive bureau¬ 
cratic control exercised by the government officials has sapped 
the life of the co-operative movement.,. 

(7) Lack of adequate finance has always been a crippling 
factor. Until recently, the Reserve Bank of India did very 
little to supply the co-operative movement with finance. But 
the situation has improved in recent years. 
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(8) The rural societies have worked in a lop-sided manner. 
There has been too much concentration on co-operative 
credit alone. The movement has failed to link up credit with 
production, processing and marketing. 

(9) The societies have so far given advances on the basis 
of property (i. e. land) instead of production. The poorer 
peasants have thus remained outside the movement. - This 
defect is now being removed. 

(10) There is a serious lack of trained co-operative personnel 
in India. Substantial steps have been taken recently to 
remove this defect. ' 



CHAPTER II 

Population and Unemployment 

Q. 11. Discuss the problem of India's population in relation 
to food supply . Is India over-populated ? 

Critically discuss the problem of India's growing population in 
th e context of her planned economic development. (B. Com, 1962). 

A. India’s Population * Problem : There has been an 
enormous increase in India’s population over the last forty 
years. Population in India has been growing at an increasing 
rate. India’s population will assume alarming dimensions in 
the next two decades. The decennial increase and the growth 
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rate of the 

Indian population 

are shown in the following 

figures : 


Average 

Year 

Population 

Annual Growth Rate 


( in crores ) 

( per cent ) 

1921 

24*8 


1931 

ITS 

IT 

1941 

31 *5 

1*4 

1951*' 

36 

1*3 

1961 

43*8 

2T 

Census experts estimate that 

India’s population will be 


55*5 crores in 1971 and 65 crores in 1981. The annual 
growth rate is now 2T per cent. In the coming decade, 
the growth rate is likely to go up. 

So it will be seen that India is in the midst of a veritable 
“population explosion/’ According to modern population 
theorists, there are four stages in the growth of population. 
In the first stage, birth rate and death rate are both excessively 
high and population increases slowly. In the second stage, 
birth rate continues to be high but death rate falls rapidly 
on account of improvement of public health and the use of 
modern medicine. “Population explosion’* takes place in this 
stage. In the third stage, birth rate too falls rapidly an d 
the rate of growth of population slows down. In the fourth 
stage, birth rate and death rate are Ipoth stabilised at a low 
level and population either increases very slowly or remains 
stationary.' The fall in the rate of growth of population in 
the third and fourth stages is due to such factors as indus¬ 
trialisation, rise in living standards, mass education, diffusion 
of civilisation, voluntary birth control, etc. 
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India is at present in the second stage of population 
growth. This is proved by the following figures 4 


Decade 

Annual Birth Rate 

Annual Death Rate 


( per thousand ) 

. ( per thousand ) 

1911-20 

49 

49 

1921-30 

46 

36 

1931-40 

45 

31 

1941-50 

40 

27 

1951-60 

40 

20 


It is seen from these telltale fiigures that over the last 
fifty years, there has been a very slight fall in the uiriu raw: 
which continues to remain excessively high. But during this 
period, the death rate has fallen rapidly though it is still 
to reach the low level seen in highly developed countries. 
Eighty lakhs of people are being added to the Indian 
population every year. 

So, India is faced at the present moment with a serious 
population problem. India’s planned economic development 
has the following objectives, viz. the banishment of mass 
hunger and poverty, improvement of living standards and 
eradication of unemployment. The excessive growth of 
population presents a big obstacle to the realisation of these 
objectives. 

India is one of the uiiderfed countries of the world. 
At least five crores of Indians are in the grip of 
undernutrition and malnutrition. According to a recent 
U. N. survey, four out of every five Indians have never got 
and are not likely to get in the foreseeable future a good 
square meal as it is understood in Euro-American countries,* 
In the first half of the present century, India’s population 
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increased 50 per cent but her foodgrains production increased 
less than 20 per cent. Between 1941 and 1951, population 
increased 13‘3 percent but food suoply increased 
only 3*2 per cent. In independent India, however, 
as a result of the Five Year plans, foodgrains production 
has been steadily increasing at a rate higher than the rate 
of population growth. In the decade 1951-61, population 
in India increased 21 per cent but foodgrains output in¬ 
creased 46 per cent. During the Third Plan period, popu¬ 
lation is ^jkely to increase 11 per cent but the planned 
increase in foodgrains production is 32 per cent. It is 
doubtful, therefore, whether India’s present population 
question can be properly styled as a problem of over¬ 
population in this strict Malthusian sense of the term. 

Nevertheless, the fact remains that despite the success of 
the Five Year plans, the rapid growth of population in India 
has stood in the way of the eradication of mass hunger. 
The food problem is still India’s greatest problem. In the 
report on India’s Third Five Year Plan, it has been stated 
that the daily per capita food consumption in India was 1,800 
calories in 1950-51 and rose to 2,100 calories in 1960-61. 
But these estimates of the Planning Commission are not 
accepted by many leading experts on the population problem. 
In the opinion of Julian Huxley, the dailv per capita food 
consumption in India in 1955 was only 1,590 calories. In a 
lecture delivered in 1962, Dr. Chandrasekhar placed the 
existing daily consumption of food per capita at 1,70C 
calories. In Asiatic countries, this should be at least 2,50C 
Calories. From 1956 onward, India has been importing 
increasing quantities of food from foreign countries. In 1960, 
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ndia’s food imports stood at 50 lakhs tons. But for the 
. L. 480 food loans from the U. S. A which are repayable 
n rupees, India's acute balance of payments position would 
lave been still more precarious. 

Adopting the income approach to the population question, 
t is seen that India's national income has been growing at 
a faster rate than her population as a result of the Five Year 
5 lans. In the ten years of the First and Second Plans, 
ndia’s population increased 21 per cent but he^ national 
hcome increased 42 per cent. During the Third Plan 
>eriod, population will increase 11 per cent but the planned 
ncrease of national income is 30 per cent. So, from the 
ncome angle of vision, we reach the same conclusion as 
previously, namely, that it is not perhaps scientifically accurate 
to state that India is suffering from an overpopulation 
problem. But it is undeniable that owing to the rapid 
growth of population, India’s Five Year Plans have failed to 
achieve a substantial rise in per capita income and per capita 
consumption. In the decade 1951-61, India’s per capita 
eal income and per capita consumption increased only 20 
per cent. It does not appear probable that India will be able 
to double her per capita income by 1980-81, in relation to the 
year 1950-51. There is little prospect of solving the poverty 
problem in India in the foreseeable future. ’India's unemploy¬ 
ment problem is being aggravated instead of being mitigated. 
The number of new jobs created each year is far short of 
the annual addition to the labour force. 

B. A Population Policy for India ; There are some who 
think that the rapid growth of the Indian population is 
really no problem at all inasmuch as the so-called population 
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problem can be remedied by an adequate stepping up of India's 
economic growth rate. -There are others who think that the 
lowering of the birth rate is India's prime necessity ; other¬ 
wise, India's planned economic efforts will come to nought. 
India’s Planning Commission has rejected both these extreme 
views and has wisely adopted the middle path. While seeking to 
increase national income annually by 6 per cent from 1960-61 
onward, it has at the same time recognised the importance of 
population control and adopted a population policy aimed at 
reducing the birth rate by 50 per cent. The Third Plan Report 
observes : “the objective of stabilising the growth of popula¬ 
tion over a reasonable period must be at the very cen tre of 
planned development.” 

With this object in view, a nationwide family planning 
programme has been put into operation in India. During the 
Third Plan period Rs. 50 crores will be spent on this 
programme. The number of family planning clinics was 147 
at the end of the First Plan and 1,800 at the end of the 
Second Plan ; it will rise to 8,200 at the end of the Third Plan. 
Education about family planning, extension of the family 
planning services, suppy of simple contraceptives, adoption of 
sterilisation measures when necessary, research about the 
discovery of an inproved type of contraceptives, specially, oral 
contraceptives, mass production of cheap contraceptives in 
India, these are some of the measures included in the family 
planning programme. Up till now^ however, the programme 
has not met with much success. 


Q. 12. (a) What are the types of unemployment to he wit - 
hessed in India today ? (h) What measures would you suggest for 
the solution of the unemployment problem of Indite? (B.A. 1956) 
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(a) Different types of unemployment in India: , 

According to economic science unemployment is of various 
types. Each of these types exists in India in different degrees. 
There is a large volume of frictional unemployment in India. 
The economic life of India is passing today through a period of 
rapid change. When a new dam or a new steel factory is built 
many people are employed but when the construction work is 
ended, a large number of persons are rendered unemployed. 
Frictional unemployment also occurs because riiar^ persons 
who give up one job in the hope of getting a better one remain 
idle for a considerable period before they find it. This type of 
unemployment is of course temporary. Nevertheless, it is a 
serious problem. 

The second type of unemployment is called technological 
unemployment, caused by the displacement of the worker by 
the machine. At present in the jute industry and certain other 
industries in India, the system of rationalisation is being intro¬ 
duced. Attempt is being made to decrease production costs by 
the modernisation of plant and technique. This results in the 
retrenchment of workers. Technological unemployment also is 
seen in India in the cottage industries whose workers are 
rendered idle by the competition of modern factories. 
According to the Karve Committee this tvpe of unemployment 
is a major problem in India. 

In the developed countries of the world, a major problem 
is cyclical unemployment which takes place in periods of 
economic depression. This type of unemployment does not 
present a difficult problem for us in India, at Ithe present ^ 
moment. 

In the main, the unemployment that is seen m India is ot a 
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type peculiar to an underdeveloped country. The level of 
total national output in India is very low. Lack of effective 
demand is not the fundamental cause of this low output. The 
fundamental cause is the backward state of India’s economic 
development. Capital formation in India is very meagre and 
the productive capacity of the country is very low and one¬ 
sided. As a result, even if the factories, mines and farms of 
present-day India work at their full capacity it’is not possible 
to provide employment for all. In underdeveloped India, a 
large number of people are permanently unemployed and 
. this chronic unemployment in India is continuously on the 
increase. This is one of the special features of India’s 
unemployment problem. 

The second special feature of India's unemployment 
problem is the presence of under-employment and disguised 
unemployment on a large scale. The number of people 
engaged in India in agriculture far exceeds the number that is 
really needed to produce the current agricultural output in the 
existing state of technique. A great many people are engaged 
only for a part of their time and remain idle for many months 
in the year. A very large number live in joint families in a state 
of complete or partial dependence on their relatives. In the 
urban areas also this kind of disguised unemployment exists, 
though on a smaller scale. Here also a great many do not 
get the benefits of full-time jobs and their wages are often 
much below their qualifications. A great many townspeople 
live in a state of dependence in joint families. About 18 milion 
people in India are underemployed. 

•Finally, mention may be made of another peculiar type of 
unemployment in India known as unemployment among the 
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educated. This is partly the result of misdirected education, 
but is mainly due to the relative stagnation of employment 
opportunities in an underdeveloped country. 

(b) Solution of the Unemployment Problem : According to 
the economic experts, the only and real solution of the un¬ 
employment problem in India lies in the rapid formation of 
new capital and the accelarated economic development of the 
country. It is only through a sustained growth of investment 
expenditure that we can raise the level of national productivity 
and create sufficient employment opportunities to ensure tuu 
employment for our colossal labour force. 

Therefore, the Government of India asserts that the Five 
Year Plans offer the best and the only real solution to the un¬ 
employment problem in India. But the solution will be a long- 
drawn-out process. India will require several Five Year Plans 
to attain the goal of full employment. As India has decided 
to proceed along the path of economic development at a slower 
pace than the Soviet Union and China, there is no possibility 
of attaining full employment in double quick time. In fact, 
even on the completion of the Third Five Year Plan, there 
will remain the depressing spectacle of more than a crore of 
unemployed persons, leaving aside the underemployed. 

There are others who think that because of certain 
weaknesses in the structure of planning in ‘India, unemploy¬ 
ment is steadily rising, in spite of Five Year Plans. The em¬ 
ployment aspects of the Government of India’s plans are not 
well-conceived and effective. In the beginning, it was loudly 
proclaimed that the Second Plan would be an employment 
► plan. But the experiences gathered subsequently have proved 
the lack of farsightedness in this regard on the part of the 
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Planning Commission. Taking the peculiar and special 
conditions of India into consideration, a real employment plan 
should have been formulated. 

For the present, with a view to eradicating unemployment 
attention should be paid to the following matters : (i) provision 
of employment opportunity through cottage and small-scale 
industries ; (ii) Government supervision over rationalisation 

and retrenchment; (iii) extension of the Employment Exchan¬ 
ges and compulsory recruitment of labour through them $ (iv) 
expansion of technical education ; (v) establishment of small- 
scale industries for the educated unemployed ; (vi) employ¬ 
ment of a much larger number of teachers, etc. 

Q. 13. (a) Examine the causes of the recent increase in un¬ 
employment in India . (b) How far would the Second and Third 

Plans help to solve the problem ? ( B.Com . 1957 ) 

(a) Recent increase in unemployment: It is seen from the 
statistics collected by Employment Exchanges in India that the 
number of persons registered as unemployed is steadily on 
the increase. At the end of 1953 the number of applicants on 
the live register was 5 lakhs 22 thousand : the figure rose to 
about 16 lakhs, in December. 1960. In the opinion of the 
National Sample Survey, roughly about 25 per cent of the un¬ 
employed get themselves registered. It is thus possible to 
form a broad estimate of the total volume of unemployment 
from the Employment Exachange figures. These figures clearly 
indicate that the unemployment problem is now nearly thrice 
as intense as it was in 1953. Fifty per cent of the registered 
unemployed seek unskilled jobs and 16 per cent desire clerical 
jobs. 

The recent increase in unemployment is due to a variety of 
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factors, The population growth is steadily swelling the labour 
force and is a fundamental factor behind the increase in the 
number of unemployed. The employment targets of the 
Second Plan have not been fulfilled. The huge influx of 
refugees from East Pakistan has increased the army of the un¬ 
employed. Owing to the introduction of ‘rationalisation’ in 
large-scale industries a large number of workers have been 
retrenched. Rigid import control caused by foreign exchange 
crisis rendered thousands of workers unemployed in Encineerincr 
and other industries. Owing to the imposition of high taxes 
and other reasons, a serious crisis developed in the cotton 
textile industry and'many thousands of textile workers lost their 
jobs. The Second Plan sought to provide employment through 
the establishment of household and small industries. This has 
not materialised. Recently, Sri Gulzarilal Nanda, the Central 
Minister for employment, has observed that a considerable part 
of the unemployment in evidence during the Second Plan 
period is frictional unemployment. There is the further fact 
that owing to land reform, community development, progress 
of education etc., the diguised unemployment prevailing in the 
Indian economy is coming out into the open. 

(b) Second and Third Plans and Unemployment Problem, 
India’s unemployment is classified into three categories : (i) 
urban unemployment, (ii) rural unemployment, and (iii) 
educated unemployment, which is a special problem. The 
framers of the Second Pfan expected that the total number of 
job-seekers during the Second Plan period would be 15*3 
million, consisting of 9 millions rural job-seekers and 6*3 
million urbati job seekers. Of course, this estimate took*no 
account of disguised unemployment and under-employment. 
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New employment during the Second Pla n period was 8 
million. The number of job-seekers was considerably larger 
than had been originally estimated. Hence the unemployment 
problem has become more acute at the end of the S econd 
Plan than it was at its beginning. 

At the beginning of the Third Plan the backlog of 
unemployment will be at least 9 million and the new entrants 
of the labour force during the Third Plan period will 
number V 7 million. 

The total number of job-seekers during the Third Plan 
period will thus be 26 million. The Third Plan will provide 
non-agricultural employment for 10*5 million persons but 
it is expected that another 3*5 millions may be absorbed in 
agriculture. - It is thus clear that the number of unemployed 
persons at the end of the Third Plan will be at least 12 million t 
if not, more. 



CHAPTER III 



India's Industrial Policy Statement of 1956 . ( B.Com , i9 61 ) 

Elucidate the main features of the industrial policy of the 


Government of India as enunciated from time to time. 

(B.Com. 1957 y 



absolutely essential. In an underdeveloped econqmy, it is not 
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possible to ensure rapid and all-round economic development 
by depending only on the private initiative and the profit 
motive. Modern Japan offers a striking example of the rapid 
growth of an underdeveloped country through State enterprise 
and initiative. It is, therefore, quite natural that the industrial 
policy of the Government of India lays stress on the growth 
of a pnblic sector. At the same time, however, the policy 
accords an important place to the private sector in India's 
developing economy. In a word, the Government has adonted 
the path of a mixed economy. Such an economy will have the 
following features : (i) it will be planned and developing ; (ii) 

it will extend State initiative in such spheres of the economy 
where the profit motive is too weak to attract private enterprise 
or where private enterprise is undesirable ; (iii) it will allow 
private enterprise to take its due share in the economic develop¬ 
ment of India under the control and regulation of the State 
and will bring about the fullest co-ordination between the 
public sector and the private sector. 

The Industrial Policy Resolution of 1948 gave the first 
indications of the Government of India's industrial policy. 
This resolution divided the Indian industries into four 
categories : (i) The sphere where the State will have exclusive 
monopoly, such as, manufacture of arms and ammunitions, 
atomic energy and railway transport : fli) joint industrial 
sphere, such as, iron and steel, coal, oil etc ; in this sphere all 
new undertakings will be the responsibility of the State, but 
the existing undertakings will continue to operate for 10 years, 
after which period the question of nationalisation of these 
k industries will be considered : (iii) State-controlled sphere, 
such as heavy chemicals, sugar, cotton and woolen textiles, 
—5 
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machine tools etc ; (iv) all residual industries which are to 
be run by private enterprise under the general regulation of 
the State. 

With view to integrating private initiative with the State 
Plan, 4 The Industries Development (and Regulation) Act* was 
passed in 1951. The Act was amended in 1953. According to 
the provisions of this Act, all existing industrial enterprises 
are to be registered and new ones can be started with the prior 
grant of a license by the Government. For granting license a 
Licensing Committee has been appointed. The Act authorises 
the Government to examine the working of any industrial 
undertaking, to issue such directions to it as are considered 
necessary and to take over the management of an undertaking 
if it continues to be mismanaged. Under this Act, a Central 
Advisory Council has been formed to advise the Government 
on matters concerning the regulation and development of 
industries. For important groups of industries several Develop¬ 
ment Councils have been established. The chief aims of the 
Act are : (1) a proper utilisation of the country’s resources ; 

(2) a balanced development of large and small industries; 

(3) a proper regional distribution of the various industries. 
At present, 162 industries come within the scope of the Act. 
Small and medium industries have been exempted from 
licensing. 

In 1956 in the context of the Second Five Year Plan a new 
industrial policy was announced. According to the new 
industrial policy Indian industries have been divided into three 
categories. 

A. First Category : In this category there are 17 industries 
such as, (i) arms and ammunitions; (ii) atomic power ; 
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(iii) iron and steel ; (iv) heavy iron and steel casti ngs etc : (v) 
certain heavy machineries and plants ; (vi) heavy electrical 
plant ; (vii) coal and lignite : (viii) mineral oil; (ix) mining 
of minerals such as, iron ore, mining ore, chrome ore, gold, 
diamonds etc $ (x) mining and processing of minerals, such as, 
copper, lead, zinc etc ; (xi) aircrafts ; (xii) air transport ; (xiii) 
railway transport : (xiv) ship-building ; (xv) telephones and 
telephone cables, telegraph and wireless apparatus (excluding 
radio receiving sets); (xvi) generation and distribution of 
electricity ; (xvii) minerals producing atomic en<Sgy. These 
industries are to be owned by the State and the future develop¬ 
ment of these industries will be exclusive concern of the State. 
But the existing private undertakings will not be nationalised ; 
on the other hand, full facilities will be provided to the private 
undertakings for fuithei expansion. When new units are 
established, the State may, in the interests of the nation, seek 
the partnership and co-operation of private capital but the 
State will always retain major partnership and operational 
control in its hand. 

B. Second Category ; The second category consists of 12 
industries ; such as (i) all other minerals (except minor 
minerals) ; (ii) aluminium and other non-ferrous metals not 
included in the list of the first category ; (iii) machine tools $ 

(iv) ferro-alloys and tool steels ; (v) basic and intermediate 
products required for the manufacture of drugs ; dye-stuffs and 
plastics ; (vi) anti-bietics and other essential drugs; (vii) 
fertilisers $ (viii) synthetic rubber $ (ix) carbonisation of coal ; 
(x) chemical pulp ; (xi) road transport $ (xii) sea transport. 
These industries will be progressively State-owned and the .State 
will establish new undertakings in increasing numbers. But the 
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private enterprise will also be allowed to expand either 
separately or in partnership with the State. 

C. Third Category : All the remaining industries are 
included in the third category. Their future development will 
be left to the initiative and enterprise of the private sector. 
But it will be open to the State to start any industry of this 
category. To see that the industries belonging to this category 
can develop as private enterprises and can fulfil the targets of 
successive Five Year Plans, the State will increasingly provide 
transport, fcower and other facilities and will adopt necessary 
fiscal measures. The State will provide facilities for such 
bodies as could supply finance to private enterprise. The State 
may assist the private enterprises directly, by purchasing shares 
and debentures. The State will also assist those industrial 
undertakings which will be formed on a co-operative basis. 

Apprasisal of the New Industrial Polics : The New Indus¬ 
trial Policy announced in 1956 is more advanced than the 
Industrial Policy Resolution of 1948. The resolution of 1948 
contained the threat of quick nationalisation of private industri¬ 
al enterprises. This spectre has been removed from the second 
resolution. The new policy is more flexible than the previous 
one. Different categories of industries are so arranged that they 
are not reduced to water-tight compartments. It has also been 
decided to remove the unevenness in the industrial development 
between the different regions of India. The Directive 
Principles of the Indian Constitution and the national aim of 
establishing a socialistic pattern of society are embodied in 
the New Industrial Policy. This resolution has provided all 
the essential elements necessary for the rapid industrialisation 
of India, such as, the progressively dominant role of the State 
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in the spheres of industry and commerce ; the development of 
heavy industry and machine-building industry in the State 
sector, and the co-existence of State and Private enterprise in a 
mixed economy. Another important feature of the New 
Industrial Policy lies in attaching due importance to the cottage 
industries and in paying greater attention to co-operative 
farming and industrial co-operatives. The need to remove 
inequalities in wealth has been clearly formulated. 

With regard to the maintenance of industrial peye and the 
attitude towards foreign capital the 1948 policy remains 
unchanged. The improvement of the standard of life of the 
workers and the progressively increasing participation of labour 
in industrial management have been deeclared as the aims of 
the State. Foreign capital has been assured against any discri¬ 
minatory treatment and the policy of giving all possible 
encouragement to foreign capital to flow into India has been 
reiterated. The resolution has also firmly promised to provide 
all possible facilities for the repatriation of foreign capital and 
the remittance of its interests and profits. 

Q. 15. What is meant by a “mixed economy” ? Write a 
short note on the importance of the public sector in the Indian 
economy. (B.Com . i 960 ) 

Mixed Economy : A mixed economy implies the mutually 
helpful and more or less permanent co-existence of a 
socialist public sector and a capitalist private sector in the 
nationat economy. In tVie U.S.S.R. and China, a sort of mixed 
economy prevailed temporarily in the period of transition frorr 
capitalism to socialism. What we find in India and in westerr 
Europe is a mixed economy of a stable and lasting character. 

The growth of a public sector is the pivot around whicl 
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India is erecting her planned economic structure. The outlook 
of the framers of India’s Five Year Plans is that, while the 
public sector and the private sector should both develop, the 
former should grow at a faster pace than the latter. Far from 
liquidating capitalism, as was done in the U.S.S.R. and China, 
the declared object of the Indian State is to help the growth of 
the private sector in all possible ways, such as, finance, tax 
relief, guarantee against expropriation, assurance of non- 
nationalisation for a long period, explicit demarcation of the 
frontiers of the two sectors, etc. As a matter of fact in the 
opinion of India’s Planning Commission, the academic distinc¬ 
tion between socialism and capitalism has lost much of its 
meaning in the Indian context. The public sector and the 
private sector are held to be two different parts of the same 
organism. Capitalism based on the principle of unregulated 
profits is a thing of the past. Mixed economy is a regime of 
controlled and regulated capitalism wherein the private sector 
is made to serve public purpose as much as the public sector. 

Importance of the Public Sector in the Indian Economy : 
The growth of a strong and virile public sector is held to be a 
necessary condition and an esssential prerequisite of India's 
rapid economic growth in consonance with the Directive 
Principles of State Policy embodied in the Indian constitution. 
The following arguments bring out the importance of the 
public sector in the Indian economy. 

1. State enterprise plays a vital^ and leading rol? in 
dynamising and developing the stagnant and under-developed 
Indian economy. The growth of dominant public sector is 
essential to India’s planned and state-controlled economic 
development. 
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2. India's liberation from economic dependence on foreign 
countries requires the rapid growth of heavy industries. Only 
the public sector can undertake this task. Private capitalism 
guided by the profit motive is unable to accomplish it, at least, 
as rapidly as is necessary. 

3 . A strong public sector is essential to the building up 
of a socialist pattern of society. It will reduce inequalities of 
wealth and income and prevent the undue concentration of 
economic power in few hands. 

4 . The profits of public enterprises will augment maia s 
savings and will increasingly provide resources for the Five 
Year Plans. 

5 . The growth of a public sector is stimulating the growth 
of private investment through the expansion of the Indian 
economy. State enterprise is the prime condition of the growth 
of private enterprise in an under-developed country like India. 

Q. 16. Explain the peculiarities of the Indian managing 
agency system as a form of industrial organisation. Do yon think 
that the system has outlived its utility ? [B. A. i960] 

Give your own evaluation of the part played by the Managing 
Agency system in India's economic development. [B. Com. i960] 

By 'Managing Agent’ is meant a person, partnership, 
firm or a company entitled to manage the affairs of the company 
by virtue of an agreement with the company concerned. It is 
provided in the agreement that, excepting the powers conferred 
upon the Managing Agen|, he is to work under the supervision 
of the Board of Directors. In reality, of course, the Managing 
Agent is all in ail. The Board of Directors exists only in name. 

The rote of Managing Agency in India's economic develop- 
ment: The "Managing Agency system is peculiar to India, 
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In the early part of the 19th century this system was intro¬ 
duced in India by the British merchants. Subsequently the 
Ind'an capitalists also fell in line with the system. In the 
past this system was on the whole both necessary and 
beneficial. The Managing Agents were the pioneers of new 
industries. In India capital is shy and there is the proverbial 
lack of industrial initiative. It is doubtful whether without 
the far-sightedness, courage, financial ability and business 
acumen of the Managing Agents, India's mining industries, 
tea gardCns, cotton and jute mills, banking, insurance and 
foreign trade etc. would have developed as rapidly as has 
been the case. 

In our country the Managing Agents perform three types of 
function : (i) establishment and promotion of new companies ; 

(ii) financing of the companies; (iti) management of the 
companies. When a new company is floated, the Managing 
Agents purchase a major part of the share capital and on many 
occasions underwrite the shares. The prestige of Managing 
Agents induces the ordinary investors to purchase shares of 
the company. Without the influence and fostering care of the 
Managing Agents many of the companies would have gone 
into liquidation at the initial stage. The Managing Agent 
plays the most important role in financing the company. The 
Managing Agents participate in subscribing the fixed capital 
of the company and also supplying the working capital. By 
supplying the sorely needed finance, the Managing Agents, 
saved many companies from ruin in the past. This was 
undoubtedly a glorious role. According to the rules of 
the old Imperial Bank, applications for bank advances 
had to bear the signature of a Managing Agent. The 
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prosperity of the cotton textile industry of Ahmedabad 
was made possible by the finance supplied by the 
Managing Agents. The control of many companies vested in 
the hands of the same Managing Agent leads to the following 
economies of large-scale production : (i) economies of bulk 
purchase and sale ; (ii) financial economies ; (iii) economies of 
securing expert technical and managerial guidance. Because of 
the concentration of many business enterprises in the hands 
of the Managing Agents,‘it has been possible to secure the 
benefits of horizontal and vertical combinations. 

Evils of Managing Agency system: However necessary and 
progresive the role of £he Managing Agency system might have 
been in the past, as time went on, its evil features became so 
pronounced that the National Planning Committee recommen¬ 
ded the total abolition of the system, 4t root and branch, leaf and 
bark and blossom.” The evil features of the Managing 
Agency system are as follows : 

(i) Instead of receiving commission on the net profits of the 
company, the Managing Agent very often \ised to take commis¬ 
sion on the total sale proceeds of the company. It is said 
that certain Managing Agents used to receive both a share of 
the profit and a commission on the sale proceeds. In most 
cases, the Managing Agency agreement contained a provision tc 
the effect that tne Managing Agent would receive a fixed amounl 
as his office allowance. Taking advantage of this provisior 
the Managing Agent u$ed to extract a good deal more thar 
the actual office expenses. The Managing Agents remuneratior 
was often half of the total distributed profits received by al 
the shareholders together. All these facts prove that thi 
price paid b$ the companies in return for the service 
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rendered by the Managing Agents was too h igh. As a result 
the companies became weakened and the general investors 
did not feel any temptation to buy the snares of the compa nies. 

(ii) The Managing Agents utilized the company funds for 
illegitimate purposes. On many occasions, they used to 
take loans from the companies either in their own names or 
in the names of their relatives. The Managing Agency 
system has also led to the interlocking of the funds of differ- 
rent companies. If the funds of a stronger firm are employed 
in a wefcer firm, the stronger firm is also imperilled. 

(iii) It has also been noticed that without the knowledge of 

the shareholders of the company the Managing Agency rights 
have been sold and transferred into the hands of a new agent. 
Such gambling with the fate of a firm goes against all prin¬ 
ciples of morality. 

(iv) As a result of the Managing Agency system the power 
over business and industry has been concentrated in the 
hands of a few. This is dangerous to democracy. The scope 
for developing industrial initiative and enterprise has thus 
become limited. Because of the combination of both manage¬ 
ment and finance in the same hands the possibility of deve¬ 
loping the firm’s own initiative and efficiency has been 
seriously checked. One of the main reasons for the lack of 
modernization and 4 renovation of enterprises is the existence 
of the Managing Agency system. 

In 1936 the first attempt to reforrp the Managing Agency 
system was made by amending the Companies Act. Some 
useful provisions were included in this amended Act, such as : 
(i) No Managing Agent could hold office for more than 20 years 
at a time : (ii) the funds of one company could ‘not be utilized 
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for the development of another company under the same Mana¬ 
ging Agent: (iii) the Managing Agent could not nominate more 
than \ of the total number of Directors of the company under 
his control; (iv) the Managing Agent would receive as his 
remuneration a fixed percentage of the net annual profit, but 
this remuneration would not fall below a minimum level ; etc. 
Though these and some other useful reforms were embodied 
in the 1936 Act, the then Government made no effort to im¬ 
plement these provisions. 

Following the report of The Bhaba Company Law 
Committee published in 1952, the Indian Companies Act, 
passed in 1956, made a through overhaul of the Managing 
Agency System. In accordance with the recommendations of the 
Sastri Committee, a Companies (Amendment) Act was passed in 
1960. The object of the latter Act was to remove the defects 
and deficencies noticed in the working of the 1956 measure, so 
that its purposes might be better fulfilled. The following are the 
main provisions of the Companies Act of 1956, as amended 
in 1960 : 

(i) All existing Managing Agency agreements would 
terminate on the 15th August, 1960. The appo intment or 
reappointment of Managing Agents after that date must be 
approved first by the shareholders of the company and then by 
the Central Government. 

(ii) New appointment of Managing Agents cannot be for 
a period of more thar^ 15 years and re-appointment 
should not be for a period exceeding 10 years. No person or 
firm will be allowed to become the Managing Agent of more 
than 10 companies. No person can become a director of more 
than 20 companies. 
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(iii) The remuneration of the Managing Agent should not 
be more than 10 per cent of the net profits. For any sum in 
excess of this amount paid towards the Managing Agent’s re¬ 
muneration. prior sanction of the company (in the form of a 
special resolution) and also of the Central Government will be 
necessary. Secretaries and treasurers can receive up to 74 per 
cent and the manager can receive up to 5 per cent of the net 
profits. But no company shall employ at the same time more 
than one of the different categories of managerial personnel 
viz „ Managing Director, Managing Agent, Secretaries and 
Treasurers and Manager. In 1959, the Government fixed a 
sliding scale of remuneration varying from 10 per cent on the 
first Rs. 10 lakhs of net profit to 4 per cent on any sum over 
Rs. 1 crore in the case of Managing Agents and from 74 per 
cent on the first Rs. 10 lakhs of net profit to 3 per cent on any 
sum over Rs. 1 crore in the case of Secretaries and Treasurers. 

(iv) Insolvent and convicted persons shall not be allowed 
to continue in the position of the Managing Agent. In cases 
of fraud, breach of trust or negligence of the interests of the 
company etc. a Managing Agent may be removed from his 
office. 

(t>) The following types of activities have been prohibited, 
such as : the grant of loans to other companies under the same 
Managing Agent, ^engagement in any business which competes 
with the business of the managed company etc. 

(in) The Managing Agency rights cannot be transferred 
without prior sacntion of the company and the approval of the 
•Government. 

• ( vii ) The Government may order a special audit of the 
company if they are of the opinion that it is being managed in 



INDIAN ECONOMICS 


69 


a manner that is unsound or injurious to the interests of the 
of the particular trade. If the Government think that the 
transfer of shares of the company is likely to result in a change 
in managment prejudicial to public interest, they may direct 
that the transfer of shares for a period, not exceeding three 
years, shall be void. 

(viii) Ceilings have been placed on the investments of a 
company in the shares of any other company and on the 
total investments of the investing company in other companies. 

(ix) To prevent the illicit functioning of a Managing Agent 
as the buying and selling agent of a company, the Govern¬ 
ment may issue a notification that the buying and selling 
agents of a commodity or industry will be appointed only 
with the Government’s approval. 

To give effect to the new Companies Act, the Company Law 
Administrative Department of the Government of India has 
been created. An Advisory Commission has also been appointed 
to advise the Government on matters relating to the Managing 
Agency system. The new Company Law has caused a lot of 
► nervousness amongst the Indian capitalists, but there are no 
real grounds of apprehension. In reality, the Managing Agency 
system has not been abolished ; nor does it seem desirable, in 
the peculiar context of India’s economic history, that the 
system should be entirely done away with. The new reforms 
have only placed a number of restrictions on the system aimed 
at remedying the glaring abuses of the system, maintaining, 
the power of directors and shareholders over the company’s 
affairs and checking undue concentration of economic power. 
^In cases where the Managing Agency is abolished, the Mana-* 
ging Agents will be able to continue in their functions as- 
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before, assuming the new names of secretaries or treasurers. 
But they will have to remain satisfied with a maximum 
of 7 i per cent of the net profits as their remuneration. 

Q. 17. (a) Examine the main financial requirements of large- 
scale industries in India, (b) What part has been played by the 
Industrial Finance Corporation in meeting these requirements ? 

[jB. A. 1961] 

Give a critical account of the working of the Industrial 
Finance Corporation of India during the last 10 years. 

[B. A. 1959, 1957 i B. Com. 1957] 

A * Financial Requirements of Large-scale Industries: 

India's large-scale industries require three kinds of finance : 
(i) short-term finance ; (ii) medium-term finance ; and (iii) 
long-term finance. Short-term finance for keeping the wheels 
of production moving is generally supplied by the commercial 
banks. But these in India, being modelled on the lines of British 
joint-stock banks, do not deal* in medium-term and long-term 
finance required for improvements and for securing block 
capital. There are two forms in which long-term finance is 
required : (I) share capital or equity capital ; (2) bonds 

and debentures. In Western countries, there are investment 
trusts, issue houses etc. which supply long-term finance to 
large-scale industries by underwriting and holding their share 
issues* buying their debentures and advancing long-term loans 
to them. But such institutions have not flourished in Indian 
conditions. About thirty years ago, the Central Banking 
Enquiry Committee had advocated the establishment of an 
Industrial Finance Corporation in India for supplying the long¬ 
term financial needs of Indian industries. Soon after the 
attainment of India’s independence, the Government of India 
put this proposal into effect. 
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Btf The Industrial Finance Corporation : The now famous 
Industrial Finance Corporation was established under an Act 
of Parliament in 1948. It is a shareholders’ corporation and 
not a government corporation. The authorised capital of this 
corporation is Rs. 10 crores and the subscribed and paid-up 
capital is Rs. 5 crores. The Central Government has guaranteed 
the repayment of the principal and the payment of dividends 
at the rate of 2\ per cent. No individual is allowed to become 
a shareholder of the I.F.C. According to the regulations gover¬ 
ning the I.F.C. its shares are to be distributed among the 
Government of India and other institutional investors in the 
following proportions^; Government of India 20 per cent.; 
Reserve Bank 20 per cent ; Scheduled Banks 25 per cent; 
Insurance Companies, Investment Trusts etc. 25 per cent ; 
Co-operative Banks 10 per cent. 

In addition to raising funds in the form of share capital, 
the I.F.C. can raise money by various other methods. One of 
these methods is to accept fixed deposits from the public repay¬ 
able after not less than 5 years. But the amount of such 
deposits should not exceed Rs. 10 crores. Another method is 
the issue of bonds and debentures by the Corporation up to 10 
times the paid-up capital and reserve of the Corporation. 
These bonds and debentures of the Corporation are guaranteed 
by the Government of India in respect of the repayment 
of the principal and payment of interest. 

The I. F. C. can gprant loans to large-scale undertakings 
formed as public limited companies in the following ways : 

(i) The I. F. C. can guarantee the repayment of the 
principal and payment of interest on loans raised by industrial 
concerns in tRe open market and repayable within a period not 
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exceeding 25 years, (ii) it can underwrite the issue of stocks, 
shares and bonds by industrial concerns provided such stocks, 
shares, bonds or debentures that come into the possession of 
the I. F. C. are disposed of by the Corporation within a period 
of 7 years to the public, (iii) The Corporation may grant 
loans to the industrial concerns repayable within a period not 
exceeding 25 years. 

The original Industrial Finance Corporation Act was 
subjected in 1953, 1955 and 1960, to amendments which 
enlarged its activities and resources. Under the amended Act, 
the Corporation can directly subscribe to the shares of any 
industrial concern. It can also convert loans granted or deben¬ 
tures subscribed to into shares of industrial concerns. The Cor¬ 
poration’s advances to an individual concern are limited to 
Rs, I crore. The interest on these advances is now 7 per 
cent, with a rebate of « per cent in the event of quick repay¬ 
ment of the loan. The Corporation may borrow from the 
Reserve Bank up to Rs. 3 crores repayable within 18 months. 
The Government of India is empowered to act as the guarantor 
of the Corporation’s foreign loans. The Corporation received 
a loan of 8 million dollars from the World Bank in 1954 and 
a loan of 10 million dollars from the U. S. Development Loan 
Fund in 1960. The Central Government and the Reserve Bank 
are not to draw dividends on their shares. These dividends 
are to be credited to a fund till this fund exceeds Rs. 50 

lakhs. t 

Up to March 1961, the loans sanctioned by the Corporation 

amounted *to Rs. 99 crores 67 lakhs. Actual disbursements 

were Rs. 54 crores 90 lakhs. Two-thirds of the Corporation’s 

loans have been received by new concerns started after India's 
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independence. The Second Five Year Plan providcu for a Joan* 
of Rs. 22" crores 25 lakhs to the Corporation. Industries 
whose growth is in the interests of the nation but which are 
unable to provide adequate security can get loan from the 
Corporation if the Central Government or a State Government 
or a scheduled bank or a State Co-operative Bank acts as the 
guarantor of the loan. 

Criticism : During the first few years of its existence the 
Corporation was not run efficiently and it could notfemake any 
profits. Inordinate delays took place in sanctioning and disbur¬ 
sing the loans. The Corporation had no research and technical 
departments of its own. Therefore, it became difficult for 
the Corporation to make proper investigation of the loan 
applications submitted by industrial concerns. The Corporation 
was charged with nepotism and favouritism in respect of loans 
granted to industrial undertakings. To enquire into the 
allegations against the Corporation, Parliament set up a 
Committee under the chairmanship of Mrs. Sucheta Kripalani. 
The Committee exonerated the Corporation from charges of 
favouritism but criticised its methods of functioning and 
made some recommendations for their improvement. The 
main recommendations were : (i) the Corporation should have 
a wholetime paid chairman ; (ii) the Board of the Corporation 
should include an economist, a managerial expert and a char¬ 
tered accountant; (iii) any loan to a concern with which any 
one of the Corporation’s ^Directors is connected should require 
the unanimous vote of of the Board at a meeting # in which a< 
least frds of the Directors should be present ; (iy) in respec 
of a loan exceeding Rs. 50 lakhs, the prior sanction of tfa 
Central Ministry will be necessary. 

■ M' < 



76 


SELECTED QUESTIONS & ANSWERS ON 


Investment Corporation which is incorporated under the 
Companies Act, the other State Financial Corporations are 
registered under the State Financial Corporations Act of 1951. 
They are modelled on the Industrial Finance Corporation of 
India. Their object is to provide long-term and medium-term 
credit to small and medium sized industries. So far they 
have mainly supplied loan capital, repayable within 20 years, 
to these industries. They can act as agents to the Central 
Government, the State Government or the Industrial Finance 
Corporation. They can give loans to an industrial concern 
on the guarantee of the State Government, a scheduled bank 
or a State Co-operative Bank. Their loans to an individual 
concern are limited to Rs. 10 lakhs. The interest charged on 
these loans is generally 6* per cent. In 1960-61 the loans and 
advances sanctioned by them were Rs. 9‘16 crores and their 
total disbursements were Rs. 4‘75 crores. From their in¬ 
ception to the end of March, 1961, the loans and advances 
sanctioned by them were Rs. 36T7 crores and their total 
disbursements were Rs, 22T6 crores. 

2. State Aid to Industries Act: Financial assistance is given 
to small and medium-sized industries by the State Govern¬ 
ments under the State Aid to Industries Acts. Provisions for 
such financial aid are made by the State Governments in 
their annual budgets. The Industries Department of the State 
Government sanctions loans to the^e industries after a close 
scrutiny of their loan applications. The procedure is burea¬ 
ucratic. There is the proverbial red-tapism with its un¬ 
conscionable delays. The business secrets of the industrialists 
are treated by the official bureaucrats with scorn. 0 Nor are the 
amounts of aid provided by the State Governments out of 
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their own resources considerable. But in recent years, due 
to the disbursement of Central Government assistance to 
small industries through the agency of State Governments, loans 
to small industries have assumed substantial proportions. 
The Central Government assistance to small industries was 
Rs. 5 crores 60 lakhs in 1961-62. During the first four years 
of the Second Plan, the total sum advanced to small in¬ 
dustries by State Governments, under the State Aid to Indus¬ 
tries Acts, was Rs. 10 crores. 

3. Other measures : The Reserve Bank and %he State 
Bank of India have recently assumed an important role in 
supplying short-term and medium-term finance to small 
industries. For meeting the working capital requirements of 
the handloom industry, the Reserve Bank gives advances to 
State Co-operative Banks on specially favourable terms. The 
State Bank of India has started pilot projects for the financing 
of small industries. Up to March 31, 1960, the number of 
small industrial establishments assisted under these projects 
was 2,633 and the credit limits sanctioned to them were Rs. 
8 crores 15 lakhs. From 1960-61, the State Bank of India 
has begun to give advances to the industrial co-operatives. 
To co-ordinate the work af financing small industries, the 
State Bank has also entered into agency arrangements with 
the different State Financial Corpoiations.. • 

To guarantee the advances of specified banks and financial 

institutions for the assistance of small industries, a Gurantee 

Organisation has been set up, This body guaranteed loans 

% 

amounting to Rs. 1 crore 75 lakhs up to the end oi March, 
1960. The advances of State Financial Corporations sn<3 
those given under the State Bank of India’s pilot projectt 
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receive the guarantee of this organisation. The National 
Small Industiies Corporation also guarantees the advances 
given by the State Bank for the carrying out of the Corporation’s 
orders. 

Q. 19. Explain the functions and objectives of State Finan¬ 
cial Corporations as established in different States in India . 

( B.A. 1956 ; B.Com. 1957 ) 

State Financial Corporatio 7 is : In order to finance the 
medium-sized and small-scale industries, the Government of 
India pas/red th: State Financial Corporations Act in 1951. The 
provisions of this Act are modelled on the lines of the Indus¬ 
trial Finance Corporation Act. At the present moment, there 
are 15 State Financial Corporations, one for each of India’s 15 
States. 

According to the Act of 1951, a State Financial Corporation 
can have an authorised capital or Rs. 5 crores or less. The 
S.F.C. can give financial assistance to any old or newly estab¬ 
lished industrial enterprise in the following ways : 

(1) If the applicant enterprise floats a loan in the open 
market lepayable within 20 years, the State Finance Corpora¬ 
tion can guarantee its repayment, 

(2) The State Finance Corporation can underwrite the 
shares, bonds, debentuies etc. of the enterprise. 

(3) The State Finance Corporation can grant loans repay¬ 
able within 20 years or can purchase debentures issued by the 
enterprise concerned. 

It should be noted that while the Industrial Finance Corpo* 
ration can grant loans only to the public limited companies, the 
State Finance Corporation has no such limitation. The State 
Finance Corporation can provide finance to an individual 
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owner of an enterprise or to a partnership ousmess concern or 
to a public limited company. Secondly, the public are not 
entitled to buy shares of the I.F.C., but there is no such res¬ 
triction in respect of shares of the State Finance Corporation. 
Thirdly, the maximum period for repayment of the loans 
sanctioned by the I.F.C. is fixed at 25 years, but in the case of 
a State Finance Corporation it is 20 years. 

The State Finance Corporations have mostly been recently 
established and they are still in a stage of experimentation. It 
is still too early, therefore, to review their acuities fully. 
These Corporations have so far sanctioned only loans to the 
industries, but have v not provided any appreciable amount of 
equity capital. Nor have they embarked much upon guarantee¬ 
ing and underwriting activities. The rate of interest on theSe 
loans has been generally fixed at 6 \ per cent. The Corpora¬ 
tions do not give advances exceeding Rs. 10 lakhs to a single 
firm. It is the general policy of the Corporations to grant 
loans only against the securities of land, buildings and machi¬ 
nery and the amount of loans sanctioned cannot exceed 50 per 
cent of the value of the mortgaged property. The unfortunate 
result of this practice has been that it is nninly the medium¬ 
sized industries which have succeeded m securing loans from 
the Corporations. The really small-scale industries have failed 
to get financial assistance from the Corporations as they hav$ 
no fixed mortgageable property. 

Up to the end of Match, 1961, the total amount of loans 
and advances sanctioned by the State Financial Corporations 
was Rs, 36 crores 17 lakhs and their total disbursements amount 
ted to Rs. 22 crores 16 lakhs. Applications for loans we$ 

w * 

rejected in Che majority of cases. There was undue delay h 
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sanctioning and disbursing loans. Under the amended State 
Financial Corporations Act, the State Financial Corporation 
has been authorised to act as the agent of the Central Govern¬ 
ment, a State Government or the I.F.C. and is allowed to 
sanction loans to industrial enterprises against the guarantee 
given by either a State Government or a scheduled bank 
or a State Co-operative Bank. The last p'o vision has 
made it easier for the small industries, which have no 
pledgeable property, to secure financial assistance from the 
State Fin<¥?cial Corporation. At present a large portion of the 
aid given to small industries by the State Governments is 
furnished through the State Financial Corporations. The 
advances of these Corporations enjoy the guaranteeing facilities 
of the recently established Gurantee Organisation, 

Q. 20 . Give a critical account of the working of the 
institutions set up in India for the long-term financing of 
industries , (B. Com, 1961 ; 1958 ; 1957 ) 

Thi allowing institutions have been set up in independent 
India for 1 . e ong-term financing of industries : 

A. Industrial Finance Coiporation (IFC) : It was started 
in 1948 with an authorised capital of Rs. 10 crores. It is a 
shareholder's Corporation, but managed by the State. It 
gives assistance only to public limited companies mainly in the 
form of long-term loans but may underwrite or gurantee 
their share and debenture issues. Up to the end of March, 
1961, its sanctioned loans amounted to about Rs. 100 crores 
and disbursements amounted to about Rs. 55 crores. Two- 
thirds of this assistance was received by new concerns 
established since India’s independence. The Corporation 
has made a vast contribution to the long-term financing 
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ot India a big industries. But its processes have been 
rather slow and in the initial stages, it did not help the 
large-scale industries much in the matter of securing venture 
capital. Recently, howe ver, there has been a large expansion 
itl the Corporation^ underwriting activities. Under the 
amended Industrial Finance Corporation Act, the Corporation 
is empowered to subscribe directly to the shares of indus¬ 
trial concerns and to convert its loans or debentures into 
the shares of the p e concerns. 

B. State Financial Corporations (S.F.C \ L [see C? 18.B. 1.] 

C. The Industrial Credit and Investment Corporation : 

According to the advice of the World Bank Mission, a new 
financial institution known as the Industrial Credit and 
Investment Corporation of India was set up in January 1955. 
Its authorised capital is Rs. 25 crores. It started its work 
with a paid-up share capital of Rs. 5 croies. The subscribers 
of this capital are all private investors, Indian and foreign, 
and they hold the shares in the following manner : (i) banks, 

insurance companies and private investors in India—Rs. 3^ 
crores : (li) banks, insurance companies and private investors 
in the U. K. and other Commonwealth countries— 
Rs. 1 crore : (iii) companies and nationals of the U.S.A.— 
Rs. 50 lakhs. 

The main idea underlying I.C I.C. is that, being free from 
state control, it will operate as a big financial trust encouraging 
private investors, at hom£ and abroad, to invest in the private 
industrial sector in India. It has received from the Govefti'i 
ment of India, an advance of Rs. 7i crores, free of interest. In 
1955, 1959 and 1960, the Corporation received from the World 
Bank a total assistance of 40 million dollars. In 1960, thi 
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Corporation also received from the U.$. Development Loan 
Fund, an advance of 5 million dollars. It can borrow from 
the market up to three times the paid-up capital plus the 
government deposit. 

The Corporation assists in the expansion and modernisation 
of the existing private industrial enterprises and in the estab¬ 
lishment of new enterprises in the private sector. The I.C.I.C. 
not only gives long-term loans to private enterprise but also 
helps it with venture capital by underwriting and purchasing 
the share^bf private industrial concerns. The I.C.I.C. is thus 
filling an important gap in India's industrial finance system. 
Up.fo the end of 1960, the I.C.I.C. sanctioned financial assis¬ 
tance amounting to Rs. dl’jcrores and mide disbursements of 
Rs. 12^ crores to a wide range of industries, such as, paper, 
chemicals, electrical equipment, textiles, sugar etc. Having 
come into possession of a large volume of foreign exchange 
resources, the Corporation is in a position to give substantial 
foreign currency loans to Indian industries. Up to the end of 
1960, its foreign currency loans were half of its total 
disbusements. 

D. National Industrial Development Corporation : This 
Corporation was established in October 1954. It is a State- 
sponsored private limited company. • Its authorised capital is 
Rs. 1 crore and paid-up capital Rs. 10 lakhs. The Govern¬ 
ment of India has subscribed the entire amount of capital. As 
a financial instrument of India’s planned economic develop¬ 
ment, the N.I.D.C. has a distinctive role to play. The 
Government’s financial assistance for the modernisation of the 
cotton textile industry and the jute industry and the expansion 
of the machine tools industry has been extended * through the 
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medium of the N. I. D. C. Up to March 1961, thia 
Corporation granted loans amounting to Rs. 19 crores, 59 lakhs' 
to the jute mill and cotton textile industries for the afore¬ 
mentioned purposes and assisted the machine tool industry to 
the extent of Rs. 35 lakhs. 

E. Re-jinance Corporation : In 1958 a Re-finance Corpo¬ 
ration was set up with the Governor of Reserve Bank as its 
Chairman. Its share capital is Rs. 12g crores. The issue of 
this capital will be confined to the Reseive Bank, the Life 
Insurance Corporation of India. The State Bank of^India and 
14 scheduled banks. The special put pose behind the establish¬ 
ment of this Corporation is to see that a fund amounting to 
55 million dollars, oi in terms of Indian currency, Rs. 26 c r ores,' 
is spent to finance Indian private enterprises, according to the 
agreement signed with the U. S. Government in connection 
with the purchase of agricultural commodities from that 
country. Loans will be granted only to such industrial 
concerns whose paid-up capital and reserves do not exceed 
Rs. 2g crones. The period of the loans is from 3 to 7 years. 
Loans granted to any particular concern will not exceed Rs. 50 

lakhs. The aim of the Corporation is to see that for increasing 

* 

production in the country, its shareholder banks can advance 
medium-term loans to various industtial enterprises. The 
funds of the Corporation will be re-invested throuoh these 
banks. Up to March. 1961, its loans sanctioned amounted to 
Rs. 7 crores 69 lakhs and its disbursements amounted to Rs. 3- 
crores 22 lakhs. 

Q. 21. Examine the case for encouraging the inflow of foreigin 
capital into India in recent years . (B. A*. 1952, '57} 

Discuss thg economic effects of the emvlovment of formate 
capital in India . 


A 
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Foreign capital in India : Its amount and sources : 

No accurate and detailed account of the amount of foreign 
capital employed in India before the Second World War is 
available. It was in 1949 that the Reserve Bank, for the first 
time, submitted an exhaustive report on the foreign capital 
invested in India, on June 30, 1948. A fresh estimate of 
foreign capital in India was made by the Reserve Bank at the 
^nd of 1953. Since then the Reserve Bank has published up- 
to-date information on the topic from time to time. The 
increase yg India’s foreign liabilities from 1948 to the end of 
1959 is shown in the table below • 

(in crores of rupees) 


India's Foreign 
Liabilities 

1948 

1953 

1959 

Government 

Liabilities 

293 

583 

926 

Private Sector’s 
Liabilities 

397 

453 

593 

Total Foreign 
Liabilities 

"690 

1,036 

1,519 


From the foregoing table it appears that between 1948 and 
1959, the amount of foreign capital invested in India increased 
by 150 per cent. The Government's foreign liabilities have been 
increasing at a rapid rate. The rate of increase in the private 
sector’s foreign liabilities is slow. 

The private sector’s foreign liabilities are mostly foreign 
business investment. Portfolio foreign investments have 
recently been declining while direct foreign investments have 
shown a tendency to increase. Private businessmen of foreign 
countries have not been eager to invest in independent India. 
The gross annual flow of private foreign investments in India 
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was Rs. 13 crores during the First Plan period but it came 
down to Rs.~10 crores in 1955-57. It is true that private 
American capital invested in India increased five times between 
1948 and 1958. But its total amount jn the latter year was 
only Rs. 59 crores. Coming from America, this is a mere trifle. 

The long-term foreign capital that has been coming to India 
in recent years is mostly either inter-government loans coming 
from the governments of foreign countries or loans granted by 
such international organisations as the World BanlP(IBRD), 
the International Finance Corporation and the International 
Development Association (IDA). Of these the IBRD is the 
most pre-eminent. The last two bodies are still in the 
preparatory stages. 

America is at the present moment the chief source of 
foreign capital in India ; next come West Germany, Soviet 
Union, Britain etc. It should however, be noted that of the 
about Rs. 500 crores of private foreign investment in India in 
1958, the share of Britain was 80 per cent and the share of 
America was 12 per cent. 

Foreign Capital during the British Period : During the 
period of British rule, foreign capital played a pioneering and 
leading role in the development of India’s mining and planta¬ 
tion industries, railways and shipping, $nd foreign trade* 
banking and insurance businesses. It was the foreigners who 
shouldered the risks and uncertainties inherent in India’s initial 
industrial efforts. The foreign capitalists acted as the guides 
and teachers of the Indian industrialists. They taught the 
Indians the technical ’know-how* and the art of modem bu$h 
ness management. The role of foreign capital in the develop* 
ment of capitalism in India is undeniable. 
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But the fact remains that British capital always looked Upon 
India as Britain’s economic appendage. Its primary aim was 
to develop India as a source of cheap raw materials and as a 
market for British manufactures. In the 19th. century foreign 
capital in India contributed more to Britain's industrial pros¬ 
perity than to India’s internal economic development. Every 
year a huge amount of mone> m the form of profits and interest 
on foreign capital was drained out of the country. This legular 
drainage gf national income was a definite hindrance to the 
accumulation of capital m India Further, foreign capital 
barred the way to the rise of a vigorous capitalist class in India. 
Indians were not allowed to hold high and responsible positions 
in the foreign concerns. Foreign capital was one ot the mam 
pillars of the foreign political domination in India. The policy 
of protection which the Government of India adopted foi 
India's industrial development was iully taken advantage of by 
the foreign enterprises. 

Owing to all these reasons, there was a general feeling of 
bitterness in India against foreign capital and a prevailing 
sentiment against its further entry into India during British 
rule. Though Indian patriots were ready to accept foreign 
capital in the form of interest-bearing loans, they were vehe¬ 
mently opposed to the entiy cf foreign capital accompanied b) 
foreign enterprise and foreign n anagement. The Fist Eisca 
Commission of 1922 and the External Capital Ccnr mittee oi 
1925 both greeted the entiy of foreign capital into India 1 ut at 
the same time they recommended the imposition of the follow* 
mg restrictions on foreign firms enjoying governmental con¬ 
cession or subsidies; (i) registration in. India with 
rupee capital : (ii) the appointment of a sufficient 



ixmmmQ* taown director* : (til) adequate arrangements to$> 

training Indian cadres and officers. In fact, of course, these 

recommendations came to naught. The Government of India 

Act of 1935 declared all discrimination between Indian and 

foreign capital illegal. Foreign capital took full advantage 

of India's protective tariff. 

The Role of Foreign Capital in Independent India : 

Since India became independent, the situation has changed 

and with it has also changed the Indian sentimei^ against 

foreign capital. India is now ready to welcome foreign capital 

not only in the form of rentier capital but also in the form of 

venture capital associated with foreign management and foreign 

technical ‘know-how.’ India, however, desires that foreign 

capital should be free from political strings. 

_ * 
There are various reasons underlying the change of Indian 

attitude towards foreign capital; (i) India is now on the road 

to rapid economic development. Domestic savings alone are 

inadequate for this task. Domestic savings in India increased 

from 5 per cent to only 7 per cent of the national income 

during the First Plan period and were only 8*5 per cent of the 

national income at the end of the Second Plan period. With 

such a small savings rate, it is not possible to bring about rapid 

economic development. Therefore we should welcome foreign 

capital as a supplement to domestic savings. 

(ii) If we'want to establish heavy industries in India, it is^ 

necessary initially to import* huge quantities of machinery and 

other capital goods from foreign countries. To fulfil the targets 

of the Second Plan it was necessary to import Rs. 98) crorea 

worth of foreign capital goods'. During the Third Plan, the 

imports of capital goods needed will be at least $&,' 2 f 
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crores. It is not possible to purcnase sucn a nuge quantity cn 
capital goods from abroad by means of an export surplus alone* 
It is beyond the capacity of India to raise her exports to such 
a level. Any attempt to do this will lead to the development 
of a serious inflationary situation and famine conditior s in 
India. Therefore, for the successful implementation of the 
Five Year Plans it is necessary to import a large amount of 
foreign capital. It is only in this way that India will be able 
rapidly industrialise herself and make herself self-sufficient 
in respect of capital goods.. 

(iii) All the developed countries of the world achieved 
their own industrial development with the help of foreign 
capital at the initial stage. Russia, too, during the period of 
her First Five Year Plan tried to secure the assistance of foreign 
capital, but she failed to secure such assistance. Russia no 
doubt industrialised herself by means of her domestic savings 
alone, but this inflicted untold privations and sufferings on the 
Russian people. It is neither possible nor desirable for India 
to follow the Russian path. 

(iv) India has now an independent national government. 
An unprecedented wave of national liberation struggle is 
sweeping over the countries of Asia, Africa and South America. 
In such a situation India is fully capable of keeping the 
domineering tendencies of foreign capital in check. 

(v) Foreign business management and foreign technical 
'know-how' will be helpful for the* implementation of India's 
Five Year Plans. That is proved by the examples of the 
Bhillai, Rburkela and Durgapur Steel Plants. 

(vi) In the present-day world, through such institutions 
as the World Bank and the International Finance Corporation, 
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foreign capital baa assumed an international character. Nb 
particular foreign state has a monopoly control over these 
institutions. They operate under international control. The 
danger of imperialism coming in the wake of foreign capital is 
thus largely a thing of the past. 

In order to give assurance to the owners of foreign capital, 
Prime Minister Nehru made the followihg policy statement 
in 1949 ; 

(i) The Government of India will make no discrimination 
between Indian and foreign industrial undertakings. 

(ii) All reasonable facilities consistent with the foreign 
exchange position will be given to foreign capitalists fbr the 
remittance of profits and repatriation of capital. 

<iii) There is no immediate possibility of nationalisation 
of foreign enterprises ; and even if such nationalisation iaf 
contemplated in future, fair and equitable compensation will 
be paid. 

Conclusion : It is indeed necessary to import foreign capital 
for the success of India's Five Year Plans. But to secure it in 
needed amounts has been an acute problem. After much 
anxiety, sufficient external assistance for the Second Plan was 
at last forthcoming. For the Third Plan, substantial promises 
of assistance on easy terms have been received from the 
members of the Aid India Club and from the Soviet Union. 
But the problem remains acute. Though we have so far 
succeeded in meeting the deficit in our balance of payments by 
importing foreign capital, it must be remembered that the move 
foreign capital we import, the greater will be our external 

£ 

obligations in respect of debt services and repayments and the 
greater will be the pressure on our balance of payments. The 
—7 
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pressure will be relieved to the extent that we receive longer- 
term loans at cheaper rates. The position in this respect has 
not been so far unsatisfactory but there have been cases where, 
external assistance has been received on unsatisfactory terms. 
Finally, in view of the unwillingness of private foreign capital 
to come to India, it may be doubted whether the policy of 
tempting it by offering all manner of Concessions has really 
borne fruit. 

Q. 2?. Describe the principles of the protectionist policy adopted 
in India after 1949.50. ( B.A. 196I. 1957. B.Com.1963 ) 

The Industrial Policy Resolution of 1948 promised 
a reconsideration of India's tariff policy in order to protect 
Indian industries from unfair foreign. competition without an 
undue burden being thrown on the consumers. Following 
this declaration, the Second Fiscal Commission was appointed 
in 1948 under the chairmanship of Sri Krishnamachari. The 
Commission submitted its report in 1950. 

The First Fiscal Commission of 1922 had advocated a policy 
of discriminating protection for a few selected industries 
fulfilling a set of rigid conditions prescribed by the Commi¬ 
ssion. The new policy of protection advocated by the Second 
Fiscal Commission has been formulated as a flexible fiscal 
instrument for facilitating India’s all-round economic develop¬ 
ment and a balanced growth of Indian industries. 

The Second Fiscal Commission has divided Indian indus¬ 
tries into three categories : (a) defence and strategic industries: 
(b) basic and key industries ; (c) other residuary industries. 
The recommendations of the Commission regarding these 
three categories are as follows : 

(i) As defence and strategic industries are essential tc 
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the preservation of national independence, necessary protection 
should be granted to them irrespective of costs. When it is a 
question of the nation’s existence, the question of economy 
does not arise. 

(ii) Regarding basic and key industries, the Tariff 
Commission should decide the terms, methods and the extent 
of protection for these industries and will review them from 
time to time. If and when any one of these industries 
is included in the national economic plan, that ^vili be 
considered sufficient reason for giving protection to it. No 
rigid conditions were laid down for granting protection 
to industries of this category and the Tariff Commission 
enjoys considerable freedom of action in this respect. 

(ill) Regarding the residual industries of the third cate¬ 
gory, the Tariff Commission is to apply the following 
criteria : 

(a) Having regard to the economic advantages available 
to the industry and actual or probable cost of production, it is 
likely within a reasonable time to develop sufficiently so that it 
can carry on successfully without protection or assistance. 

(b) It is an industry which it is desirable in the national 
interest to protect and having regard to its direct and indirect 
advantages, the probable cost of protection on assistance is not 
excessive. 

Thus it is clear that not only in respect of the first and 
second categories of industries but in the case of the third 
category of industries also, the Second Fiscal Commission has 
not tied up the Tariff Commission with rigid conditions. If* 
any industry of the third category is included in the national 
plan or becomes complementary to any industry incorporated 



92 


SELECTED QUESTIONS & ANSWERS ON 


in the plan, then the two conditions mentioned above may be 
considerably relaxed* The protectionist policy of the First 
Fiscal Commission of 1922 was accompanied by a set of ex¬ 
tremely rigid conditions. But the new protectionist policy is 
flexible in its nature and has been visualised as an effective 
weapon for the development of the national economy. Thus 
there is a great gulf of difference between the two. According 
to the First Fiscal Commission, protection was not to be gran¬ 
ted to £n industry if one of its raw materials was not 
available within the country, or if the industry was 
not in a position to satisfy the needs of the entire 
domestic market or if the domestic market was not 
enough for absorbing its total output. The Second Fiscal 
Commission has dropped all these rigid conditions. It has laid 
down the following healthy rules for the grant of protection : 

(i) If an industry enjoys other economic advantages, protec¬ 
tion should not be denied to it merely because special types of 
raw materials required by it are not available within India. 

(ii) Though it is desirable that the industry should be able 
to satisfy the needs of the entire internal market, yet it should 
not be considered to be a precondition of extending protection. 

(iii) While considering the comparative advantages of the 
industry, not only the internal market but also the external 
market should be taken into consideration. 

(iv) Compensatory protection will be granted to industries 
which are the products of protected industries. 

(v) The cases of new industries, requiring heavy initial 
capital investment, will be granted special protection. (It should 
be noted that the First Fiscal Commission almost denied pro* 
tection to new industries.) 
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(vi) If the national interest demands, agricultural goods 
may also be protected but the period of protection in such cases 
should not exceed five years at a time, and during this period 
the Government will adopt the programme of agricultural 
development. 

(vii) Protected industries will not generally be harassed by 
excise duties. 

The Second Fiscal Commission also recommended the for¬ 
mation of an Industrial Development Fund for givin^subsidies 
to the protected industries whenever necessary. A new Tariff 
Commission is to implement the new protectionist policy. The 
Tariff Commission is to be a permanent body and not an ad hoc 
body like the previous Tariff Boards. It will have sufficient 
powers and extensive jurisdiction. On its own initiative it 
will be able to enquire whether and when it is necessary to 
make variations in the rates of protective duties. It conducts 
periodical reviews of the progress of protected industries and 
submits its report to the Government which must present the 
report to Parliament within three months. The Tariff Com¬ 
mission will have its own departmental office and staff. 

For the implementation of the new Fiscal Policy, a perma¬ 
nent Tariff Commission was formed on January 21,1952. Since 
its inception, the Tariff Commission has granted protection for 
the first time to such industries as automobile, titanium dioxide, 
tyre infiators, caustic soda, bleaching powder, dyestuffs etc.; it 
has granted continued protection to such industries as bicycles, 
belting, textile machinery, sewing machines, preserved fruits, 
plywood and tea chests, cocoa powder and chocolate etc. ; it has 
withdrawn protection from such industries as dry battery,pencil, 
fountain-pen inlc, mother-of^pead and. metal buttons, etc.. 



CHAPTER—IV 
Five year plans 

Q. 23. (a) Give a brief outline of India’s first Five Year 
Plan . Account for the emphasis in the First Five Year Plan upon 
agriculture and irrigtaion, How far would you like to shift this 
emphasis in the Second Five Year Plan ? (B. A. 1956) 

(b) Give a brief survey of the progress of the Indian economy 
during the First Five Year Plan . (B. A. 1957 ; B.Com. 1956) 

(a) India’s First Five Year Plan : The First Five Year 
Plan was inaugurated in April 1951. The Government finally 
approved the plan in December 1952. The long-term objective 
of the Plan was to double the per capita income by 1977. 
The short-term objectives for the 5 year period were to 
increase national income from about Rs. 9,000 crores to 
Rs, 10,000 crores i.e. by 11 per cent and to raise national 
savings as a proportion of national income from 5 per cent 
to 6| per cent. It was decided that the Government outlay 
for developmental purposes for the five-year period would 
be Rs. 2,069 crores. Later on, with a view to solving the 
unemployment problem, the figure of Government outlay was 
raised to Rs. 2,356 crores. Out of this estimated total outlay 
the following allocations were made under different heads : 


• In crores of rupees 

Percentage 

Agriculture and Community Developent 

357 

151 

Irrigation and Power 

661 

281 

Industry and Mining 

179 

7*6 

Transport and Communications 

557 

23*6 

Social welfare and Rehabilitation 

533 

22-6 

Miscellaneous Expenditure 

69 

3*0 

Total: 

2,356* 

100*0 
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* It will thus be seen that the First Plan laid the greatest 
emphasis on agriculture and irrigation. Emphasis was next 
laid on power-generation, transport development and social 
services. Industry came a bad last with only Rs. 179 crores 
provided for it in the public sector. The First Plan was not 
really a plan of industrialisation. It was a modest plan. It was 
designed as an agricultural plan which would pave the way to 
the adoption of a vigorous plan of industrialisation during the 
Second and Third Plan periods. The primary aims of the 
First Plan were the following : (i to reduce %flationary 
pressures within the economy by stepping up the production 
of foodgrains and by working the existing consumption goods 
industries at their fullest capacity : (ii) to make India as far 
as possible self-sufficient in respect of raw jute and raw cotton; 
(iii) to build up a broad power base and transport base for 
the coming industrialisation of the country. Emphasis on 
the increase of food supply had the additional objective of 
relieving the stra n on India’s foreign exchanges by minimising 
the need for food imports. 

Briefly, therefore, the First Plan had four principal aims, 
viz. to relieve inflationary pressures by expanding the supplies 
of consumer goods ; to stop the wastage of India’s foreign 
exchange resources $ to increase the supplies of raw materials 
needed by Indian industries ; and to create such complemen¬ 
tary economics as power, transport etc. for India’s industrial 
development. 

The First Plan also provided for an expenditure of Rs. 
1,500 crores in the private sector. Investment expenditure In 
the organized private sector was estimated to be Rs. 613 croiies 
composed of the following parts : New investment—Rs. 299 
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(A) Outline of Second Five Year Plan . The Second Five 
year Plan of India was launched on April 1, 1956, and it was 
completed on the 31st March 1961. As a result of the First 
Plan, the production of food and other agricultural products 
increased considerably; there was an accelerated tempo of 
production in the consumption goods industries and the 
inflationary pressures in the country's economy were lessened. 
In view of the decline in the general price level and the emer¬ 
gence of a measure of stability in the economic life of the 
country, # the Planning Commission decided to launch a bigger 
and bolder Second Plan for the rapid industrialisation and all¬ 
round economic development of India. 

Accordingly, it was decided that during the Second Plan 
period, Rs. 4,80 C crores would be spent in the public sector 
and Rs. 2,400 in the private sector. It was estimated that the 
Second Plan would increase the national income by 25 per cent 
and the per capita income by 18 per cent in five years. Empha¬ 
sis was laid on the development of heavy industries which are 
the chief pillars of a country’s economic freedom and the main 
instruments of its uninterrupted economic growth. It was 
also decided to develop heavy industries mainly in the public 
sector. It was declared that the aim of the economic develop¬ 
ment of India was to establish a socialistic pattern of society. 
With this end in view the Government of India made a new 
declaration of Industrial Policy in 1956, aiming at a consider¬ 
able expansion of the public sector w^iich was to be developed 
at a faster rate than the private sector. To solve the acute 
unemployment problem, it was decided to create new employ* 
mgnt opportunities for 10 million people during the Second 
Plan period. 
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The framers of the Plan were alive to the danger 
of inflation inherent in the ambitious and expensive 
industrialisation projects of the Second Plan. Nevertheless 
they decided to freeze the production capacity of the 
large-scale consumption goods industries of India, as it 
was beyond the capacity of India, with its low rate of annual 
savings, to accomplish the simultaneous development of heavy 
industries as well as factory-type consumption goods industries. 
A new tactical line was adopted to meet the needs of the situa¬ 
tion. It was decided that efforts should be made for' bringing 
about a quick increase in the production of consumers' goods 
through the development of small and household industries. 
This together with the further increase in food supplies con¬ 
templated in the Second Plan would be helpful in controlling 
inflation. The cottage industries would have the additional merit 
of contributing to the solution of the unemployment problem. 

The overall targets of production adopted by the Second Plan 
were as follows ; 18 per cent increase in agricultural production 
and 50 per cent increase in industrial production. The per 
capita consumption would also be raised by 16 per cent. This 
would bring about a considerable improvement in the 
standard of living of the people. 

The original allocations of expenditures on different heads 
during the Second Plan period were as follbws : 

A. Public Sector Expenditure Percentage 

(In crores of rupees ) of the total 

expenditure 

1. Agriculture and 

Community Development 568 * 11*8 

2. Irrigation and Electricity 913 19*0* 

3. Village anil Cottage industries 200 4*2 
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4 Industries and Minerals 690 14*4 

5. Transport and Communications 1385 28*8 

6 . Social Service andRehabilitation 945 19*7 

7 . Miscellaneous 99 2*1 

4,800 100*0 

B. Private Investment Expenditure Expenditure 

( In crores of rupees ) 

1. Organised industry and mining 575 

2. Plantation, electricity and transport 

# other than railways 125 

3. Private construction 1,000 

4. Agriculture and village and small industries 300 

5. Stocks 400 

2,400 


The original scheme for financing expenditure in the public 
sector was as follows : 

( In crores of rupees ) 


1. Surplus from current revenues 800 

2 . Borrowing from the public 1,200 

3. From Railways and provident funds 400 

4. Resources to be raised externally 800 

5. Deficit financing 1,200 

6 . Gap ( to be covered by additional 

taxation at a. later stage ) 400 

4,800 


The following were some of the targets of increase of produc¬ 
tion armed at by the Second Plan : 

Food crops from 650 lakh tons to 750 lakh tons ; Cotton 
from 42 lakh bales to 55 lakh bales ; Jute from 40 bake 
to SO lakh bales ; Cotton cloth from 685 cxore yards to 850 



crore yards ; Sugar from 17 lakh tans to 23. lakh tons; Finished 
Steel from 13 lakh tons to 43 lakh tone ; Cement from 43 lakh 
terns to 130 lakh tons ; Chemical fertilisers from 5 lakh tons to 
21 lakh 70 thousand tons ; Coal from 3 crore 70 lakh tons 
to 6 crores tons ; Machinery and machine-tools from the value 
of Rs. 6 crores to Rs. 31 crores ; etc. 

(B) Comparison between the First and the Second Plans : So 
far as the outward form is concerned the First and Second Plans 
seem to be of the same pattern. In both a set of tar«w>t* haw 
been fixed, a scale of priorities has been arrived at and the 
available resources have been estimated and allocated under 
different heads. Both the plans are wedded to democratic 
methods and a mixed economy. They are both basically 
financial plans conceived in monetary terms and not in terms 
of real resources. The Second Plan is really a continuity of 
the First Plan. 

But there are many differences between the First and the 
Second Plans. These differences are of a basic nature. The 
following are the main differences : 

1. In the First plan, the main emphasis was on agriculture 
but in the Second Plan the main emphasis, was laid on 
industry, particularly on the development of heavy industry. 
In the First Plan, out of the total anticipated expenditure of 
Rs. 2,356 crores, nearly Rs. 750 crores, that is, 32 per cent of 
the total expenditure was allotted for agriculture, community 
development and irrigatibn. In the Second Plan the allotted 
expenditure under these three heads Rs. 950 crores, that is, 
nearly 20 per cent of the total expenditure. On the other 
hand, the First Plan allotted nearly 8 per cent of* the 
total expenditure to industry but the Second Plants 
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allocation under this head was 18 per cent of the total 
expenditure. 

2. In the First Plan efforts were made to increase produc¬ 
tion through the full utilisation of installed capacity. The airh 
was to lessen the inflationary pressure and to increase the 
supply of food and raw materials and thereby to bring about a 
situation of balance and stability in the economic life of the 
nation and thus prepare the country for industrial development. 
But the emphasis of the Second Plan was on the increase of the 
productive capacity of the country. It is with the commence¬ 
ment of the Second Plan that the process of industrialisation 
and economic development of India really began. 

3. With the progress of the Second Plan, all the problems a 
society faces in a period of growth were seen in an acute 
orm. The necessity to reduce consumption, increase savings 
ind cut down all inessential imports became much more 
mperative than during the First Plan. During the First Plan 
period, the production of consumption goods and their imports 
ncreased considerably. But in the Second Plan period there 
vas no marked increase in the output of consumption goods. 
Phere was on the other hand a setback in the production of 
oodgrains in the first two years of the plan. As a result of 
he heavy import of capital goods the import of consumption 
oods was also curtailed to an alarming extent. All these 
actors account for the all-round shortage of goods during the 
econd Plan period. No such shortage had been witnessed 
luring the First Plan period. 

4. In £he First Plan the development of industries was 
laiply dependent upon private initiative and enterprise. But 
le Second Plan accepted the ideal of a socialist pattern ot 
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society. Though both the state and private sectors were 
extended in the period of the Second Plan, yet the public sector 
was expanded at a faster rate than the private sector. In the 
First Plan, investment expenditure on big organised industries 
was Rs. 60 crores in the state sector, and Rs. 333 crores in the 
private sector. The total investment expenditure was Rs. 3100 
crores, equally divided between the Government and the 
private accounts. In the Second Plan, the allotted Government 
and private investment expenditures on industry and mining 
were Rs. 690 crores and Rs. 720 crores respectively ana xne 
expected total investment expendiure was Rs. 3800 crores on 
Government account and Rs. 2400 crores on private account. 

5. In the First Plan the provision for deficit financing was 
negligible. But the Second Plan was much more dependent on 
deficit financing. In the First Plan, the total deficit financing 
was of the order of Rs. 400 crores, but the provision for deficit 
financing in the Second Plan was of the order of Rs. 1200 
crores. It was for this reason that the danger of inflation 
during the period of the Second Plan became more serious. 

6. During the First Plan period there was no deficit in our 
balance of payments. Imports of foodgrains almost ceased, 
and capital goods imports were comparatively insignificant^ 
Therefore there arose no foreign exchange crisis. But during; 
the Second Plan period, the deficit in the balance of payments 
increased enormously. As the Second Plan was basically a. 
plan for industrialisation* huge quantities of capital goods had 
to be imported from foreign countries. Moreover, nearly 30j 
lakh tons of foodgrains were imported annually. .For these, 
reasons a serious foreign exchange crisis developed in India# . 

7. According to many experts the Second Plan was 
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ambitious. This Plan was framed, heedless of available 

internal and external resources. It was for this reason that 

India faced a crisis of resources during the Second Plan period. 

The First Plan did not cross the limits of internal and external 

resources and hence it faced no such crisis. 

Q. 25. (a) Discuss the stresses and strains to which the Second 

Five Year Plan has been subjected since its commencement. Give 

tn this connection a critical estimate of the progress of the plan. 

( B. A . 1960 ) 

(b) Gfive a brief estimate of the achievements of the Second 
Five Year Plan in India. (B. Com. 1962 ) 

(b) Briefly recapitulate the main achievements of the Second 

Five Year Plan and consider the difficulties that it has come up 
against so far. (B. Com. i 960 ) 

(A) Difficulties faced by the Second Plan : The Second 

Plan came up against very great difficulties of a number of 
kinds. 

Firstly, there was the shortage of agricultural production and 
of foodgrains in particular. In 1957-58 and again in 1959-60, 
foodgrains production suffered serious setbacks. The scarcity 
of foodgrains intensified the inflationary situation. The urgent 
need to import large quantiries of food from abroad strained 
India’s meagre foreign exchange resources and caused acute 
balance-of-payments difficulties. 

Secondly, owing 1 6 an overdose of deficit financing, a serious 
inflationary situation developed during the Second Plan period. 
Taking the 1952-53 price level as 100, the wholesale price 
index jumped from 92*5 in 1955-56 to 124*8 in 1960-61. The 
’ise of prices inflated the costs of the Plan, reduced the living: 
standards of workers and employees and caused acute discon- 
ent among the people. 
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Thirdly, though additional taxation yielded an additional 
revenue of about Rs. 1,000 crores during the five years of 
the Second Plan, yet the Second Plan did not get sufficient 
resources from current revenues. The additional tax revenue 
was largely diverted to non-Plan expenditure. 

Fourthly, it had been estimated that small savings would 
yield about Rs. 500 crores in five years. Actually, the revenue 
from small savings was about Rs. 380 crores. 

Fifthly, the balance of payments deficit had originally 
been estimated at Rs. 1,100 crores in five years. The actual 
deficit turned out to be Rs. 2,059 crores. A serious foreign 
exchange crisis developed and there was an alarming drain 
on India's foreign exchange reserve. 

B. Achievements and Prospects of the Second Plan : The 
difficulties that the Second Plan faced led to a reappraisal of 
the Plan by the Planning Commission. Expendituie in the 
public sector was cut down from Rs. 4,800 crores to Rs. 4,500 
crores. Owing to the shortage of foreign exchange resources, 
only the hard core of the Plan was kept intact and the rest of 
the projects were more or less seriously axed. The actual 
expenditure under the Second Plan was Rs. 4,600 crores in the 
public sector and Rs. 3,100 crores in the private sector. 
By the end of 1960-61, the achievements of the Second Plan 
are as follows : 

1. Agriculture : Agricultural production and the output 
of food grains rose by 16. per cent. The net area of land 
irrigated rose from 5 crores 62 lakh acres to 7 crore acres. 
The use of chemical fertilisers rose to 3 lakh tons* There 
was substantial progress in respect of soil conservation, 
reclamation of land and mechanised cultivation. Productivity 

—8 
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per acre increased. For instance, the average output of 
rice per acre was 727 lbs during the First Plan period and rose 
to 807 lbs during the Second Plan period. 

It is admitted, however, that the Second Plan failed to 
bring about agricultural progress in the required and expected 
measure. The actual achievements fell far short of the revised 
agricultural targets fixed in November, 1956 : 



(1) 

(2) 1 

( 3 ) 

(4) | 

i 

(5) 


Increase of 

agricultural 

Production 

Food- ! 
grains 1 

Cotton 

Jute j 

i 

1 

i 

Oilseeds 

A. Revised 
Targets 

27 per cent 

8 crore tons 

65 lakh 
bales 

55 lakh 1 
bales ' 

76 lakh 
tons 

B. Actual 
Achievements 

16 per cent 

760 lakh 
tons 

51 lakh 
bales 

40 lakh 
bales 

71 lakh 
tons 


2. Industry : Industrial production rose to 39 per cent 
during the Second Plan period. Three steel plants were 
established in the public sector, each with a capacity of 1 
million tons. In the private sector, two steel plants were 
expanded and their production capacities were raised to 
million and 1 million tons respectively. The foundations 
were laid of heavy electrical industry, heavy machine tool 
industry, heavy machine building industry and other heavy 
engineering industries. The development of these industries 
paved the v/ay to the self-sustaining growth of the Indian 
economy. There was a considerable expansion of the 
chemical industries and many new chemical products began 
to be produced. A substantial rise took place in the output 
of. bicycles, sewing machines, telephones, electrical goods, 
textile machinery, sugar industry machinery, etc. 
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But at the end of 1960-61, industrial output trailed 
behind the initial targets in a number of cases. As for 
example : 



(1) 

(2) 

(3) ' 

(4) 

(5) j 

\6) 


Increase of 
industrial 
output 

Finished 

Steel 

: 

Ferti¬ 

lisers 

Textile 

machi¬ 

nery 

Alumi- j 
nium | 

j 

Cement 

A, Initial 
Targets 

50 per 
cent 

43 lakh 
tons 

! 4 lakh 
| tons 

Rs. 17 
crores 

■ 25 

thousand 
tons i 

13 

million 

tons 

B. Actual 39 per 

Achievements cent 

i 

22 lakh 
tons 

! 2.6 lakh 
| tons 

Rs. 9 
crores 

18.5 %\ 
thousand: 
tons 1 

8.5 

million 

tons 


3. Power and Transport : Power production capacity rose 
from 34 lakh KW to 57 lakh KW. The actual increase was 
thus 23 lakh KW which was far short of the planned target 
which had been placed at 35 lakh KW. Shortage of power 
has become a major problem besetting Indian economy today. 

In the sphere of railway transport, 800 miles of new lines 
were constructed ; the number of locomtives rose by 1,-PO, 
the number of coaches rose by 5,000 and the number of w; , -ns 
rose by 72,000. The total road mileage increased by 77 
thousand miles. Shipping tonnage increased by 4 lakh GRT. 
The Second Plan failed lamentably in fulfilling the target in 
regard to railway transport. The target of freight traffic had 
been placed at 18 crore tons but the actual achievement was 
15 crore tons. The country is now faced with a serious rail 
transport crisis, specially fn respect of the haulage of coal. 

4 . National Income : The planned increment in national 
income and per capita income had been placed at 25 per cent 
and 18 per cent respectively. The actual achievements in re¬ 
gard to these two were 20 per cent and 8 per cent respectively. 
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5 . Investment and Domestic Savings : The Second Plan 
had sought to raise the level of investment to 10*7 per cent of 
the national income and the level of domestic savings to 9'7 per 
cent of the national income. At the end of 1960-61, investment 
stood at 11*5 per cent of the national income and domestic 
savings stood at 8*5 per cent of the national income. The 
reason why national income fell short of the planned target 
while the investment target was over-fulfilled was that the 
capital-income ratio had been seriously under-estimated by 
the framefi of the plan. The failure of domestic savings to 
rise, as expected, increased India’s dependence on external 
assistance. 

6. Consumption : The targets of increase in total con¬ 
sumption and per capita consumption had been placed at 
21 per cent and 15 per cent respectively. The actual incre¬ 
ments in regard to these two were 18 per cent and 6*5 per cent 
respectively. The targets of per capita consumption of food 
and clothings were not fulfilled. 

7. Employment : The Second Plan had sought to prevent 
the growth of unemployment by providing employment for one 
crore of new entrants into the labour force. Actually, the 
additional employment provided was 65 lakhs in industry and 
15 lakhs in agriculture. Hence, there was a large increase of 
unemployment by the.end of 1960-61. 

Q. 26. Give a critical estimate of the achievements of 
India’s First and Second Plans. m (8. A. 1961 } 

During the 10-year period of India’s First and Second Five 
Year Plans, # the first phase of India’s planned economic deve¬ 
lopment has been completed. The objectives of the First Plan 
were, firstly, to repair the damage caused by the war and the 
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partition ; secondly, to supply the essential economic and social 
overheads needed for India’s economic development ; and 
thirdly, to inaugurate basic social and economic policies in pur¬ 
suance of the Directive Principles of India’s Constitution. Of 
the measures taken during the First Plan period, the commu¬ 
nity development projects and the land reforms programme 
deserve particular mention. The Second Plan continued to 
adhere to the outlook and objectives of the First Plan and £ aid 
particular attention to an increas e in output, investment and 
employment. Through the establishment of basic and heavy 
industries, the Second Plan sought to make the Indian economy 
dynamic. A sizeable increase in national income, an increase 
in employment opportunities, the mitigation of inequality of 
incomes and the prevention of the concentration of economic 
power were adopted as the principal objectives of the 
Second Plan. 

During the 10-year period of the two plans, total invest¬ 
ment amounted to Rs. 10,000 crorcs of which Rs. 6,500 crores 
represented investment in the public sector. The annual rate 
of investment increased from Rs. 500 crores to Rs. 1,600 crores. 
The First Plan raised national income by 18 per cent mainly 
through a substantial increase of agricultural production. 
During the Second Plan period, national income rose by 
20 per cent. Over the 10-year period, national income (at 
constant prices) increased.by 42 per cent, per capita income 
increased by 20 per cent and per capita consumption increased 
by 16 per cent. 

During the the 10-year period agricultural production rose 
by 40 per cent*and foodgrains production rose by 46 per cent, 
But there were great fluctuations in agricultural output from 
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ill 

success. The lag in agricultural development has created a 
serious disbalance in Indian economy. India is feeding her 
population by importing 35 lakh tons of food every year, 
National income did not grow as fast during the Second Plan 
period as had been planned for. During the 10 -year period 
there has been a meagre increase in per capita income and per 
capita consumption. Unless the rate of economic growth is 
substantially higher than the rate of growth of population, 
there is^no hope of a substantial rise in the standard of living 
in India in the near future, 

Q. 27. Indicate the main features and objectives of India’s 
Third Five Year Plan. In what respects, if any, does it differ 
from the two previous Plans ? ( B.A. 1962 ) 

The final report of India’s Third Five Year Plan was 
placed before Parliament on the 7 th August, 1961. The Plan 
will extend from 1961 to 1966. 

A. Ai ms and objectives of the Third Plan : The main idea 
governing the Third Plan is that in the 10-year period covered 
by the Third and the Fourth Plans, India must complete the 
‘‘take-off period” of economic development and enter on a 
period of self-sustaining economic growth from 1971 onward. 
With that end and the other general ends in view, the 
following aims have been placed before the Third Plan : 

( 1 ) to secure a continued rise in national income of more 
than 5 per cent per annum through an appropriate pattern of 
investment. In five years, the national income will be raised 
by 30 per cent and per capita income by 17 per cent; 

( 2 ) td achieve self-sufficiency in food grains and increase 
agricultural production to meet the requirement^ of industry 
and exports ; 
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(3) to expand basic industries like steel, fuel and power 
and establish machine-building capacity, so that the require¬ 
ments of further industrialisation can be met in a period of 10 
years mainly from the country's own resources ; 

(4) to utilise to the fullest extent possible the manpower 
resources of the country and to ensure a substantial expansion 
in employment opportunities by providing 10‘5 million new 
jobs in the non-agricultural sector and another 3'5 million new 
jobs in the agricultural sector; 

(5) to bring about a reduction of inequalities in income 
and wealth and a more Oven distribution of economic power ; 
and to stabilise the price-line. 

B. Outlay and Investment : The total outlay has been 
fixed at Rs. 11,600 crores. The outlay in the public sector 
will be Rs. 7,500 crores and the outlay in the private sector 
will be Rs. 4,ICO crores. The total investment will be 
Rs. 10,400 crores made up of an investment of Rs. 6,300 crores 
in the bublic sector andRs. f,100 crores in the private sector. 
Rs. 200 crores will be transferred from the public sector to the 
private sector ; hence the over-all investment in the private 
sector will be Rs. 4,300 crores. During the Plan period the 
rate of investment will increase from 11 per cent of national 
income to 14 per cent and the rate of domestic savings will 
increase from 8*5 per cent of national income to 11 per cent. 
This indicates that during the Third Plan period, investments 
will continue to be financed very largely by external resources. 
National income is expected to increase from about Rs. 13,000 
crores in 1960-61 ( at 1958-59 prices ) to about Rs. 17,000 
crores in 1965*66. 

The distribution of the outlay under different heads in the 
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public sector is 

shown in the 

table appended 

below : 

Heads of 

Outlay in the 

Percentage of 

Development 

Public Sector 

Total Public 

( 

in crores of rupees ) 

Sector Outlay 

1. Agriculture and 

Community Development 1,068 

14 

2. Major and Medium 


Irrigation 

650 

9 

3. Power 

1,012 

13 

4. Village and 

Small Industries 

264 

4 

5. Industry and 

Minerals 

1,520 

20 

6. Transport «*nd 

Communicat ions 

1,486 

20 

7. Social Services 

1,300 

17 

8. Inventories 

200 

3 


Total 7,500 

100 


Since the report was finalised, there have been some 
additions to the public sector outlay on agriculture, power- 
generation, railway transport etc. 

In the private sector, the total* outlay will be Rs. 4 ; 300 
crores, including Rs. 200 crores transferred from the public 
sector. Of this outlay, 20 per cent will be on agriculture and 
community development, 25 per cent on industry and 
minerals and 27 per cent on housing and other construction. 
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C. Financing of the Third Plan : The scheme for financing 
the Third Plan outlay in the public sector is as follows : 


I. "Revenue Account 


Crores of Rupees 


Surplus from Current 
revenues 

1. At existing rates of 

taxation 

2. Additional Taxation 


II. Public Enterprises 

1. Contribution of the 

Railways 

2. Surpluses of other public 

enterprises 

III. Capital Account 

1. Loans from the Public (net) 

2. Small Savings 

3. Provident Funds etc. 


Total Domestic Resources 

(I+II+III) 

External Assistance 
Deficit Finance 


% 550 

1,710 

2,260 


100 

450 

550 

800 

600 

S40 

1,940 

4,750 
2,200 
550 - 


Total 


7,500 
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The ’ over-^11 external assistance during me 1 nird Flan 
period has been estimated to be Rs. 2,6CO crores, exclusive of 
P. L. 480 aid, amounting to Rs. 600 crores. 

D. Principal targets of the Third Plan : Agricultural 
production will be raised by about 33 per cent. The produc¬ 
tion of focdgiains will increase from 75 million tons to about 
100 million tons. Industrial production will be raised by about 

70 per cent. The production of finished steel will increase 
from 2'2 <f, million tons to 6*8 million tons. In addition to the 
Bhillai, Rouikela and Duigapur .-teel plants, a fourth steel 
plant will be established in the public sector at Bokaro. The 
production of coal will increase from 53 million tons to 97 
million tons. The power-generating capacity will increase 
from 5*7 million KW to 12*7 million KW. 3 lakh KW of 
nuclear power will be produced. The production of machine 
tools will be increased 4% times. All children from 6 to 11 
years will receive free and compulsory primary education. 
National consumption will be raised at an annual rate of 4 
per cent. The daily consumption of food per capita will be 
raised from 2,1 CO calories to 2,300 calories. 17*5 yards of cotton 
cloth will be provided per head per year. India’s annual exports 
will be raised from Rs. 625 crores to Rs. 850 crores. 

E. Comparison .between First, Second and Third Plans : 
The Third Plan is a continuation of the Second Plan just 

as the Second Plan had been a continuation of the First Plan. 
From the point of view of national economic development, 
the three Plans constitute one continuous whole. Yet, there 
are, some differences, quantitative as well as qualitative between 
the three Plans. These differences are mainly due to diffe¬ 
rences in the stage of development. To a lesser, extent, they 
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are also due to the growth of experience in planning and the 
lessons derived therefrom. 

The Third Plan is, of course, much bigger than the Second 
Plan just as the latter had been more ambitious than the First 
Plan. This is as it should be. Continuous economic growth 
requires that each succeeding plan should be bigger than the 
preceding one. 

In so far as the Third Plan aims at a large increase in the 
production of steel, fuel, machinery and capital goods of all kinds, 
it marks India’s entry into the ‘take-off period 1 and constitutes 
a leap forward towards India's self-sustaining economic growth. 
This is the feature that chiefly distinguishes the Third Plan 
from the two former Plans. 

The Third Plan rightly gives the highest priority to agri¬ 
culture, thus following the spirit of the First Plan and seeking 
to correct the mistakes that were made in framing the Second 
Plan. The Second Plan brought about agricultural progress 
at the rate of 3 per cent per annum. The Third Plan seeks 
to step up the rate to 6 per cent per annum and to make 
India self-sufficient in regard to food. 

In respect of financing, the really novel feature of the 
Third Plan is the provision of the large sum of Rs. 450 
crores out of the surpluses of public enterprises. The 
Third Plan cuts down deficit financing to the minimum, thus 
reversing the policy followed during the Second Plan and 
going back to the ways of the First Plan. It is also to be 
noted that in its scheme for financing the public sector outlay 
the Third Plan, unlike the two preceding Plans, leaves no 
. financial gap. 

In its perspective planning, the Third Plan takes a more 
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realistic view than the Second Plan and admits that it will not 
be possible to double India's per capita income by the middle 
of the Fifth Plan, as compared to the year 1950-51. 

Drawing the appropriate lessons from the Second Plan’s 
unfortunate experiences, the Third Plan lays the greatest 
stress on the stabilisation of prices and a substantial stepping 
up of India’s annual exports. During the First Plan period 
public sector investment was equal to the private sector 
investment. During the Second Plan period, the former was 
slightly higher than the latter. Duiing the Third Plan period, 
the former will be Rs, 6,300 crores and the latter Rs. 4,100 
crores only. 

F. Criticism of the Third plan : While the Third Plan 
looks excellent on paper, a closer sciutiny of the Plan as well as 
the results of the first year of its working have given rise to 
grave misgivings. Broadly, the Third Plan has been subjected 
to the following criticisms : 

1. It is an over-ambitious paper plan. Its targets are 
not likely to be fulfilled. In 1961-62, the first year of the 
Third Plan, national income incieased by only 3 per cent, 
agricultural output increased by only 1 per cent and industrial 
output rose only by 8 per cent, the planned annual targets 
in these three respects being 5 per cent, 6 per cent and 14 
per cent respectively. 

2. There was a welcome and appreciable fall in the prices 
of food and raw materials as well as in general prices in 1961-62. 
But with the beginning of the year 1962-63, there has been 
a sharp spiralling upward of food prices and wholesale prices. 
The price policy laid down in the Plan consists merely of 
a string of platitudes. No effective measures have been 
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indicated to check the activities of speculators and profiteers and 
control the prices of foodgrains and other necessities of life. 

3. Apparently, there is full financial provision for the 
public sector outlay but in reality, this is not the case. The 
total cost of the public sector projects is estimated to be 
Rs. 8,300 crores while the financial provision for the same is 
Rs. 7,500 crores. So there is an actual financial gap of 
Rs. 800 crores. 

4. The Plan has considerably increased India^ depen¬ 
dence on external aid. It is based on wishful thinking about 
unlimited foreign aid coming to India. 

5. It is hard to see how the Government is going to 
secure Rs. 450 crores out of the surpluses of public enter¬ 
prises other than railways. In 1958-59, seven big industrial 
undertakings of the Government showed profits of Rs. 1.68 
crores only and thirty-four smaller public enterprises showed no 
profits. The situation cannot suddenly change to such a 
degree as to fulfil the Planning Commission’s rosy hopes. 

6. In spite of all the brave talk about the stepping up 
of India’s exports, there is very little likelihood that Plan’s 
export target will be fulfilled. 

7. We have been talking ceaseless of the need to mitigate 
disparities in income. But from all indications, it appears 
that during ten years of planning, the rich have been getting 
richer and the poor poorer, at least relatively. There is noth¬ 
ing in the Third Plan whifch is likely to reverse the process. 

8. The Third Plan seeks to provide new employment to 
the extent of 14 millions. But no analysis is giveii of the 
causes that led to the failure of the Second Plan on the 
employment front. Nor do we meet with any employment 
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policy with a new orientation- It can be safely assumed that 
the ’employment target of the Third Plan will remain un - 
fulfilled. 

Q. 28. Evaluate the different sources of finance for India’s 
Five Year Plans. (B. Com. 1962 ) 

Compare the finaning of the First and the Second Five Year 
Plans with that preposed for the Third Five Year Plan. 

Evaluation of the different sources of finance for India’s Five 
Year Plans : The different sources from which finance for 
the public sector is drawn under India’s Five Year Plans and 
the relative importance of each in the successive Plans are 
discussed below : 

1 . Surplus from current revenues : This head is divided into 
two parts : (a) revenue at existing rates of taxation and 
(b) revenue from additional taxation. This is the most im¬ 
portant source of finance for India’s Five Year Plans. Under 
this head. Rs. 637 crores and Rs. 1,000 crores were secured 
for the First and the Second Plans respectively, and Rs. 2,260 
crores are to be secured for the Third Plan. It is proposed 
to raise Rs. 1,710 crores by additional taxation during the 
Third Plan period. The financing of investment in the public 
sector has to be done through a progressive enlargement of 
public savings. So long as the supluses of public enterprises 
remain meagre, taxation is the chief instrument of the 
accumulation of public savings. During the Third Plan 
period, the proportion of tax revenue.to the national income 
will go up from 8.9 per cent to 11*4 per cent. 

2 . Contribution from the Railways : Under this head, 
Rs., 115 and Rs. 150 crores were secured for the first and 
Second Plans respectively. The proposed railway contribution 
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to Third Plan’s expenditure is Rs. 100 croresi The aduivvmai 
resources secured through increases in fares and freights were 
included under this head in the Second Plan but have been 
excluded in the Third Plan. 

( 3 ) Surpluses of the Public Enterprises : Very little was 
secured under this head for the First and the Second Plans. 

It is expected that Rs. 450-crores will be available from this 
souice durnig the Third Plan period. The public sector is being 
expanded at a faster rate than the private sector in Tndia. 
The profitability of public enterprises increases through 
the progress of time. Hence, this source is of increasing 
importance in development financing. The majority of public 
entei prises are however not yet profitable. Hence, the 
amount expected under this head for the Third Plan seems 
to have been overestimated. But it is to be noted in this 
connexion that not only net profits but the depreciation reserve 
funds and other funds have been included under this head. 

( 4 ) Loans from the public : Under this head, Rs. 205 and 
Rs, 780 crorcs were secured for the First and the Second Plans 
respectively and Rs. 800 crores are proposed to be secured 
for the Third Plan. The apparnently large increase under 
this head during the Second Plan period was really due to 
the purchase of a big volume of Government Securities by the 
State Bank of India, out of P.L. 480 funds deposited with it. 
In reality, the public took Rs. 300 crores of Government 
Securities during this periad. Durnig the Third Plan period, 
P.L. 480 funds will be deposited to the credit of the U.S. 
anthorities with the Reserve Bank of India and the purchase 

t of Government Securities out of these will be treated as external 
assistance. So, • in comparison to the Second Plan, the Third 

—9 
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Plan has, in reality, a much bigger loans programme. 
Public borrowing is one of the means through which private 
savings are channelled into the public exchequer. Resources 
under this head are mainly secured through the purchase 
of Government Securities by the commercial banks, the Life 
Insurance Corporation and by the various Provident funds. 
A careful regulation of bank credit granted to the private 
sector is required in this connection. 

( 5 ) Small Savmg : Under this head Rs. 304 and Rs. 400 crores 

f 

were secured for the First and the Second Plans respectively 
and Rs. 600 crores are proposed to be secured for the Third 
Plan. The Second Plan target under this head was not 
fulfilled. Small savings have so far been mainly secured 
from urban and semi-urban areas. Rural savings are meagre and 
a large part of them will go to co-operative agencies. 
The continuous rise in the cost of living and the growing 
hardships experienced by persons in the lower-income brackets 
have made this source of finance far from promising. 

( 6 ) Deposits, Provident Fund and Miscellaneous Capital 
Receipts : Undar this composite head, Rs. 91 and Rs. 170crores 
were secured for the First and the Second Plans respectively and 
Rs. 265 crores are proposed to be secured for the Third Plan. 

( 7 ) External Assistance : Under this head, Rs. 420 crores 
and Rs. 1,090 crores were secured for the First and the 
Second Plans respectively and Rs. 2,200 crures are proposed 
to be secured for the Third Plan. The large import compo¬ 
nents of India’s Development Projects, the meagreness of her 
annual exports and the exhaustion of her foreign exchange 
reserves have ail made it imperative for India to receive 
external aid in a growing measure if she is to Achieve a subs- 
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tantial growth rate and bring about rapid industrialisation. 
India’s excessive dependence on external aid will continue 
for a long time. In the opinion of the Planning Commission, 
India’s annual requirement of extenal assistance will be Rs. 665 
crores at the end of the Third Plan, Rs. 5C0 crores at the 
end of the Fourth Plan and Rs. 340 crores at the end of the 
Sixth Plan. So far India has been fortunate in receiving external 
assistance in an adequate measure. But recent events furnish 
little grounds for optimism in this regard. 

8 . Deficit Finance : Under this head, Rs. 420 crores ana 
Rs. 948 crores were secured for the First and the Second 
Plans respectively and Rs. 550 crores are proposed to be 
secured for the Third Plan. A certain amount of deficit 
finance is needed in a developing economy to satisfy the 
growing monetary demand. But an overdose of deficit finance 
causes inflationary pressures in the economy as happened during 
the Second Plan period. At present, severe import restrictions 
are in operation in India and there are no substantial foreign 
exchange reserves to cushion off the effects of deficit finance. 
Hence, deficit finance for the Third Plan has been fixed at the 
minimum level. 

Q. 29 . What are the circumstances in which you would 
justify inflationary financing of development expenditures ? Do 
these chcumstances exist in India ! ( B. Com. 1959 ) 

"Deficit finance in underdeveloped countries tends to be 
inflationary finance.”—Discuss the statement in the present Indian 
context. ( B. A. 1959 ) 

What do you understand by ”deficit financing ” ? How far 
and under what circumstances can this be justified ? 

( B. Com. 1955 ) 
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The Government of India has adopted a policy of 
defidt financing for the Five Year Plans. The proceeds of 

loans and taxes are not sufficient to meet Government’s 

« 

projected Plan outlay. The Government is, therefore, securing 

finance for the Plan by increasing the money supply and by 

reducing its cash balances. The total of deficit financing 
amounted to Rs. 415 crores during the period of the First 
Plan. The deficit financing for the Second Plan was estimated 
to be Rs. 1,200 crores and has actually amounted to Rs. 1,000 
crores. 

Conflicting views are held by experts as to how far deficit 
financing is permissible in the interests of India’s economic 
development. 

Arguments in fawour of Deficit Financing : (d When 
production increases money supply should also increase. 
Otherwise there will be a fall in the price level and an 
economic depression. The Government of India has em¬ 
barked on plans to increase the annual production and the 
national income of the country. Therefore, the Government 
is justified in resorting to defict financing and increasing the 
money supply. 

(ii) India’s progress towards economic development will 
bring about an increasing monetisation of our rural economy. 
The demand for cash balances in the rural areas will go on 
increasing. This will mitigate the inflationary effects of deficit 
financing. 

(iii) If there are unemployed resources in a country, deficit 
finance only brings about greater output and employment 
instead of an inflationary rise of prices. In India vast numbers 
of workers are unemployed and land as well as Aiachinery are. 
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to a large extent, unutilized or wrongly utilized. Thus the 
policy of deficit financing is justified in India. It will lead to 
the employment of unemployed Workers and the utilization of 
unused resources. 

(iv) From actual experience of the First Plan it is found 
that while on the one hand theie was deficit financing, on the 
other, there was a sizeable inctease in production accompanied 
by a fall of prices. There is, therefore, nothing to be afraid 
of in the deficit financing of the Five Year Plans 

(v) The economic development of an underdeveloped 
ccuntiy like India cannot take place without increasing the 
amount of savings. From past experience, we see that it is not 
possible in India to get enough resources thiough taxation and 
voluntary loans. We cannot obviously raise forced leans from 
the people. Consequently, the people should be fo:ced to save 
by means of deficit finance. If the policy of deficit financing 
has to be abandoned, the Plan itself must be abandoned too. 

Arguments against Deficit Financing : (i) hi a developing 
cccrcmy He Irc’iaV, seme amount cf deficit financing is 
inevitable and even desirable. But the amount of permissible 
deficit finance is limited. In the opinion of Prof. Nicholas 
Kaldor, the amount fhculd have been limited to Rs. 800 crores 
during the Second Plan. But the amount was fixed at Rs. 1,200 
crores. This was excessive. 

(ii) The production, of consumer goods showed rapid 
increase in the earlier part of the First Plan owirg to certain 
special reasons, such as, the existence of unused cr.parity in the 
factories, favourable monsoons, etc. The amount cf yearly 
d eficit financing was also low at that time. As such it did not 
do any harm. But the situation was completely different 
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during the Second Plan period. Production of foodgrain? was 
slowed down by unfavourable monsoons. The unused capacity 
of factories producing consumer goods had been used up. 
It will be a long time before consumer goods can be produced 
with the help of the new capital goods that are being currently 
created. On the other hand, the proluction of consumer 
goods through cottage industries still exists on paper only. 
Consequently, serious inflationary pressures developed through 
deficit fiiSmcing during the years of the Second Plan. Prices 
recorded a general rise of 30 per cent. 

(iii) India was able to withstand the pressure of deficit 
financing only because of a liberal import policy during the 
first two years of the Second Plan. India is now pursuing a 
rigid policy of import restrictions. Consequently, there is 
now very little room in the Indian economy for deficit 
finance. 

(iv) Lord Keynes’ arguments for deficit financing do not 
hold good of an undeveloped economy. In developed countries 
factories, mines and farms have sufficient productive capacities 
to ensure full employment without inflation, if only effective 
demand is increased by means of deficit financing. But the 
distinguishing mark of underdeveloped countries is their lack of 
capital resources. This deficiency cannot be remedied by 
deficit financing. The problem of unemployment in India is 
not a problem of effective demand^ The unused capacity 
existing in India is mainly represented by unskilled workers. 
Capital gqods and skilled workers are not sitting idle in India. 
Thus the Keynesian argument fails to apply to India. 

Impressed by the arguments against excessive deficit 
financing, the Planning Commission has provided for a deficit 
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finance of Rs. 550 crores only for the Third Flan expenditure 
of Rs, 7,500. 

Q. 30 . Examine the socio-economic factors impeding 
economic growth in India. ( B. Com. 1960 ) 

The socio-economic factors impeding economic growth 
in India may be discussed under the following heads : 

1. The Joint Family : The joint family, or. as it is some¬ 
times termed, the extended family, has tremendous advantages 
in a society living on a low subsistence level. Family commu¬ 
nism, as practised in India, has moderated inequalities in the 
distribution of income and has been the traditional means of 
social insurance against sickness, old age, unemployment and 
distress. But the joint family acts as a hindrance to the 
economic giowth of India for the following reasons $ (a) it 
saps the initiative and enterprise of the individual by forcing 
him to share the rewards of his efforts with others whose claims 
are based on a more or less distant degree of kinship ; ( b) by 

providing everyone within the large family circle by automatic 
insurance against want, it puts a premium on idleness ; ( c) it 

discourages ambition, undermines thrift and dissipates savings ; 
(d) it reduces the mobility of labour and is a potent factor in 
the growth of disguised unemployment ; (e) it has given rise 
to the rampant evil or nepotism in the matter of appointing 
business executives and public officials. 

No doubt, in the early stages of economic development, 
the joint family may sometimes be the natural and appropriate 
unit for large-scale business enterprise. In India, as in Japan 
and certain other countries, large-scale banking* and the 
organisation of chain stores have very frequently had a family 
basis. The family has played no mean part in the develop- 
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meru oi tne managing agency ana tne company organisation. 
In the sphere of busines^nanagement, ‘at is often safer to rely 
on talented and trusted kinsmen than on strangers. But in 
the later stages of economic development, such advantages as 
the joint family may possess tend to disappear and it becomes 
a drag on economic development. • 

2. Laws of Inheritance : The effect of inheritance on the 
accumulation of capital is a much-disputed topic of social 
science. J[t is sometimes argued that without the right to 
bequeath propei ty and the ambhion to found a family, the 
incentive to work hard and accumulate property would lose 
much of its potency. Against this is to be set the well-attested 
fact that inheritance robs the heirs of the necessity and desire 
for hard work and gives rbe to the acknowledged evils of 
parasitism. Inheritance diminishes the vertical mobility of 
laboui and enkiprhe and is a potent instrument of stratifying 
society into pi or er lied and non-propertied classes. The 
concentrat:on of the ownership of land in the hands of a few 
persons and the perpetuation of a numerous class of landless 
laboureis are largely the results of inheritance. The heir of the 
founder of a big business or a large landed estate is not 
necessarily the best man to manage the property. 

The effects cf inheritance on economic development depend 
to some extent on whether property passes onlv to the eldest 
son, as under primogeniture, or to all the sons and even to the 
daughters, as is the case now in India. Primogeniture keeps 
the family property intact and promotes the economies of large- 
scale farming and large-scale business. The Mitakshara and the 
Dayabhaga laws of inheritance in India have led to the evils of 
subdivision and fragmentation of land and have stood in the 
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way of the growth of large-slale farming. But the evils might 
have been mitigated by the. practie^of joint farming by the 
heirs. For the development of large-scale‘farming in India, 
we have to look forward to co-operative farming. Primogeni¬ 
ture is not the appropriate remedy. Its cost in terms of social 
turmoil will much more than offset any probable economic 
advantages that it may conceivably, possess. It is sometimes 
stated that by depriving younger sons of property, it forces 
them to tend for themselves and thus acts as an incentive to 
work and enterprise. To this argument there is an easy retort : 
why not deprive the eldest son too of inherited property and 
maximise incentive by abolishing all inheritance ? 

3. The caste system and untouchability : The caste system 

based on kinship, endogamy, exogamy, taboo and totem had 

no doubt its economic uses in India in the bygone ages. The 

hereditary division of labour brought about by the caste system 

perpetuated skills and organised each occupation into a sort of 

caste Guild. But the system is now outmoded. It operates 

now as one of the chief obstacles to India’s economic growth. 

It retards the horizontal and vertical mobility of labour. It 

restricts business enterprise and ownership of capital within 

narrow confine^. In the matter of selection of personnel and 

appointments, it introduces irrelevant caste considerations and 

* 

reduces equality of opportunities to a mockery. It is disinte¬ 
grating the unity of India and is in stark contradiction with 
modern economic and political institutions. It undermines the 
unity of the working class and acts as hindrance to the growth 
of trade unions. By attaching the stigma of untoucbability to 
the most oppressed classes, it robs millions upon millions of 
working people of opportunities of economic advancement and 
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creates “the evil paradox 1 * in the economic life of the nation in 
a particularly sinister form. It is a prime requisite of economic 
progress that India should rid her politico-economic life of the 
corroding poison of casteism and untouchability. 

D. Rapid Growth of Population : In India, the rate of 
population growth is at present 21 per cent per annum and 
will shortly reach the figure of 2’5 per cent per annum. Such 
a rapid rate of population growth is hindering the economic 
growth of India. It is retarding the growth of per capita 
income and per capita consumption, blocking the path to a 
rapid increase in the rate of savings and postponing the date on 
which India can hope to attain full employment. Family 
planning measures aimed at checking the rapid growth of 
population are thus considered to be a prime requisite for 
economic growth in India. 

Q. 31. Comment on the proposal of giving priority to 
agriculture in India 1 economic plan. (B. Com. 1961) 

India’s First Five Year Plan placed the main emphesis on 
agriculture. Of the actual First Plan outlay of Rs. 1960 crores 
in the public sector, the sum of Rs. 600 Crores, i.e. about 
one-third was spent on agriculture, community development 
and irrigation. A large part of the latter sum was devoted to 
agricultural production programmes. The overall increase 
in agricultural production duri ng the First Plan period was 
17 per cent. The pre-existing shortages of foodgrains and 
industrial raw materials were greatly felieved at the end of the 
First Plan. 

As ia well-known, the Second Five Year Plan accorded 
high priority to industrialisation, and specially to the develop¬ 
ment of basic and heavy industries. The flamers of the 




develop agricultural surpluses for export called for a rapid 


growth of the agricultural sector. Yet, the initial agricultural 


targets of the Second Plan were placed at too low levels. 


It was of course true that shortly after the Second Plan was 
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derived ‘from agriculture and at least 70 per cent of the 
Indian population depend on agriculture for their livelihood. 
The backwardness of Indian agriculture is the root cause of 
India’s poverty. For raising the incomes of the vast majority 
of the Indian people, agricultural development is essential. 
But the fact remains that agricultural progress is dependent 
on industrial development just as the latter, on its part, is 
conditioned by agricultural development. 

The^ problem should really be looked at purely from 
the point of view of balanced economic development with¬ 
out any kind of philo c ophical bias. Duiing the ten years of 
planning agricultural progress has taken place in India ,u a 
cumulative rate of 3'5 per cent per annum. This i:; too 
low a rate of agricultuial development especially in view of 
a population growth rate of 2*1 per cent per annum. As 
the Third Plan Report observes : “Experience in the first 
two Plans, and especially in the Second, has shown that 
the rate of growth in agricultural production is one of the 
main limiting factors in the progress of the Indian economy.’ 
The low rate of growth of agricultural output has led to a 
serious disbalance between agriculture and industry in the 
Indian economy. The production of foodgrains and 
commercial crops has failed to meet the increase in domestic 
demand as well as the need to step un exports. India’s 
balance of payments difficulties have been considerably 
aggravated by inadequate agricultural development. It 
has also led to failure of the objective to raise rural incomes 

i 

substantially. 

It is therefore the first essential of planning in India at 
the present moment to step up the rate of growth of agri- 
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cultural production. This is well recognised in the Third 
Plan in the following word s : "In the scheme of development, 
the first priority necessarily belongs to agriculture. The 
importance of achieving self-sufficiency in foodgrains and 
meeting the requirements of industry and exports is one of 
the major aims of the Third Plan/’ The Third Plan seeks 
to bring about an annual rate of growth of 6 per cent in' 
agricultural production. Of the proposed Third Plan out¬ 
lay of Rs. 7,500 crores in the public sector, the sum of Rs, 
1,718 crores, i. e., 23 per cent, will be spent on agriculture, 
community development and irrigation. On agricultural 
production programmes, the Third Plan outlay will be Rs. 
1,281 crores, which is double the amount spent for the same 
purpose during the Second Plan period. 

Q. 32. Compare and contrast the different forms of public 
enterprise in India. Which do you think is the best suited to 
India ? ( B. Com. 1962 ) 

As a direct consequence of the objective of working 
towards the realisation of a socialist pattern of society, there 
has been a large expansion of the public sector in India in a 
wide range of activities, such as, mining, menufacturing, 
power generation, irigation, transport, trade, banking, insurance 
etc. The process will be accelerated during the Third Plan 
period. With the extention of the public sector in diverse 
fields, a number of forms of public enterprise have developed 
in India. 

# 

i. Departmental Undertakings : These are managed 
directly by the Government department concerned. The 
Chittaranjan Locomotive works, the Integral Coach Factoiy 
and the Prototype Machine Tool Factory are examples of such. 



134 


SELECTED QUESTIONS & ANSWERS ON 


undertakings. They are now few in number. Some depait- 
ments of the Government, such as, the public works depart¬ 
ment, the railway department and the defence department 
have some degree of experiance in business management and 
business accounting. Undertakings managed by them have 
met with fair success. Departmental undertakings are ideal 
from the point of view of public accountability and are 
free from divided responsibility. They are also in a better 
position to pursue enlightened 1 ibour policies. 

But a Government department is, as a rule, organised 
for dealing with routine matters in an established manner. 
The normal administrative and financial procedures customary 
in departmental administration are not suitable for commercial 
and industrial enterprises. The efficiency of departmental 
undertakings is generally at a low level. Rigid governmental 
control, excessive parliamentary interference, bureaucratic 
red-tapism, and absence of a proper delegation of authority 
are serious obstacles to their autonomy and initiative. The 
departmental form is quite unsuitable for public enterprises 




































the Electricity Supply Act. The Boards enjoy semi—autono- 





a predominant public purpose , statutory corporations are 
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spirit of initiative, innovation, cost consciousness and 
management In all these respects, they are inferior to joint 
stock companies. Thcv are sometimes as beset by excessive 
governmental control and parliamentary interference as depart¬ 
mental undertakings. As a rule, public enterprises engaged 
in manufacturing and sale should not take the form of statutory 
corporations. 

4 . Limited Compa?iies : After experimentations, it has 
been discovered in India that the limited company registered 
under the Indian Companies Act is the best form of public 
enterprise in the fields of mining, manufacturing and sale. 
Such limited companies are also sometimes called corporations. 
Usually, the Government holds the entire capital in these com¬ 
panies. But there are also some mixed-ownership <>type of 
companies. Hindustan Steel Ltd. Heavy Knglneerirm Ccrpor- 
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tion Ltd, Hindustan Aircraft Ltd, Hindustan Shipyard Ltd, 
are some of the examples of public enti prices which are joint 
stock companies. 

If public enterprises in India are to be made increasingly 
responsible for capital accumulation, they have to display those 
virtues of bold innovation, constant readiness to adopt new 
techiques, keen cost consciousness and efficient organisation and 
management that are associated with the best type of private 
enterprse. This will be possible only in the limited company 
type of public enterprise. It contains within itself the best ele¬ 
ments of both public enterprise as well as private enterprise. 
In it matf be found that ideal combination of public ownership, 
public accountability and efficient management for public 
aims which was emphasised in the Gorwala Report of 1951. 

Statutory corporations are somewhat privileged bodies. 
This limited company type puts public enterprise under the 
necessity to show as good an economic performance as private 
enterprise under more or less equnl conditions. In principle 
it is universally recognised that a public enterprise, if it is to 
be run successfully, must possess a sufficiant degree of auto¬ 
nomy from Government and Parliament. This is best secured 
in the limited company type of public enterprise. 

‘Autonomy’ however is a somewhat meaningless and 
misleading term when applied to modern industry. In these 
days, even private industry is heavily shackled by Governmental 
regulations. In the case of a public enterprise, whatever be 
its organisational form, the Government cannot avoid the duty 
of directing its policies and shirk their responsibility to parlia¬ 
ment for its performance. But the Government should 
content itself by giving only broad directives regarding 
devalopment programmes, capital investment, personnel system, 
etc. There should be no day-to-day ministerial interference 
with the working of a public concern. Parliamentary control 
should nq£ take the form of constant interpellations on the day- 
to-day decisions of the management. There should be a 
Standing Paliamentary Committee on public enterprises in order 
that Parliamentary criticism should be informed and helpful. 
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Q. 33. Give a mritical estimate of the* progress of 
industrialisation ii t India since the introduction of the First 
Five Year Plan . * (B. A. 1962) 

Before the First Five year Plan was framed, India, 
though an underdeveloped country, had already gone through 
a fair measure of industrialisation. -Prior to World War I 
the cotton textile industry, the jute mill industry and the 

coal mining industries had been the only major industries 
in India. The stimulus given by the First World War and 
the policy of discriminating protection recommended by the 
First Fiscal Commission led to a further growth of indus¬ 
try between the inter-war period. This period saw the 
rapid growth of the steel, cotton textile, sugar, paper, 
matches, cement, glass, Vanaspati, and soap industries. Several 
engineering industries made substantial progress during this 
period and an electrical goods industry came into being. 

World War II compelled India to use its industrial 
capacity to the fullest extent and gave stimulus to the 
establishment of many new industries, such as, ferro-alloys, 
non-ferrous metals, diesel engines, pumps, bicycles, sewing 
machines, soda ash, caustic soda, chlorine and superphos¬ 
phate. The war period saw the first beginings of the 
manufacture of machine tools and simple machinery, ecutlery 
and pharmaceuticals. 

In the immediate post-war period, many new lines of 
industry came into existence, such as, ball and roller 
bearings, carding engines, ring frames and locomotives. The 
fertiliser, cement, sheet glass, caustic soda and sulphuric acid 
industries underwent substantial expansion. 

The First Plan laid the main emphasis on the fullest 
utilisation of |he capacity of the already existing factories 
and on the completion of the industrial projects already 

10 
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undertaken by tne Central and State Governments. During 
the’First Plan quinquennium, the total outlay on industrial 
undertakings w as offly Rs. 57 crores in the public sector and 
Rs. 340 crores in the private sector. Even with the mild stimula¬ 
tion provided by thb First Plan industrial production rose by 

39 per cent during the First Plan period. With the success¬ 
ful completion of the First Plan, it was possible to take 
up in a large way the development of new industries, 
especially the capital and producer goods industries which 
constitute the basis for accelerated industrial growth. The 
process of the rapid industrialisation of India really com¬ 
menced with the adoption of the Second Plan. The policy 
of developing basic and heavy industries largely in the 
public sector was promulgated with the starling of the Plan 
and vigorously pursued over the Second Plan period. The 
overall fixed investment on industrial projects during this 
period was Rs. 770 crores in the public sector and Rs. 850 
crores in the private sector. Industrial production rose by 

40 per cent during this period. During ten years of planning 
industrial production increased in India at the cumulative 
rate of 7 per cent per annum. It was practically doubled. 

The highlights of industrial progress in India during the 
ten years since the introduction of the First Five Yeai 
Plan may be noted as follows : 

1. The growth' and diversification of industry have been 
quite remarkable during this period and particularly rapid 
in the five years of the Second Plan. 

2. Three new steel works, each of 10 lakh tons capacity 
were completed in the public sector and two existing steel 
works in the private sector doubled so as to bring their 
ingot capacity to 20 lakh and 10 lakh tons respectively. 

3. The foundation have been laid of heavy electrical 



169 


INDIAN • ECONOMICS 
» 

and heavy machine tools yidustries, heayy machine building 
and other branches of heavy engineering. The production 
of machinery for the cement and jpaper industries has been 
started for the first time. 

4. In the field of chemical industries there has been a wide 
advance, leading not only to larger units and greatly in¬ 
creased output of basic chemicals e. g. nitrogenous fertilisers, 
caustic soda, soda ash and sulphuric acid but also to the 
manufacture of many new products e. g. urea ammonium 
phosphate, penicillin, synthetic fibres, industrial ^explosives, 
polyethylene, newsprint and dyestuffs. 

5. The output of v many other already established indus¬ 
tries has increased substantially, e. g. bicycles, sewing 
machines* telephones, electrical goods, textile and sugar 
machinery. 

6. New skills have been learnt by the industrial workers 
and a large and 'growing class of industrial managers has 
come into being. 

7. In view of the progress so far achieved by the 
metallurgical, mechanical and electrical engineering industries 
and chemical industries and taking cognizance of the heavy 
machine-building projects recently initiated it can be stated 
that some of the basic conditions required for an acce- 
larated growth towards the goal of a self-reliant economy have 
been successfully established over the last decade. 

Some idea of the progress made in the production of a few 
important producer and consumer goods during the last decade 
in terms of absolute figures is given below : 


Item 

Unit 

1950-51 

^60-61 

Steel Ingots 

million tons 

1*4 

3*5 

Aluminium # 

000 tons 

37 

18*5 

Diesel Engines 

000 numbers 

55 

4C 
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Electric Cables 

000 tons 

1*7 

22 

Nitrogenous 




Fertilisers 




(in terms N) 

000 tons 

9 

110 

Sulphuric Acid 

000 tons 

99 

363 

Cement 

million tons 

2'7 

8-5 

Cotton Textiles 




(mill-made) 

milion yards 

3,720 

5,100 

Sugar 

million tons 

11 

3 

Paper and Paper Board 000 tons 

114 

350 

Bicycles 

000 numbers 

101 

1,050 

Automobiles 

000 numbers 

16-5 

53*5 

Machine Tools 

Value in Rs. lakhs 

34 

550 


Criticism : The broadening of the industrial base and the 
buoyancy of manufacturing enterprises constitute the most 
striking change in the Indian economy since the beginning 
of the Second Plan. But the picture of the industrialisation 
of India should not be exaggerated. Industrialisation has so 
far been insufficient to make any great impact on the general 
conditions of the mass of the population. It has not yet 
radically altered the structure of the Indian economy. Com- 
pared with the industrial targets which the country set for 
itself, there have been some large shortfalls. The combined 
output of steel in the three new steel plants in 1960-61 
was only 0*6 million tons as against the targets of 
2 million tons. There was a considerable shortfall also in 
the output of steel in the TISCO. The targets for the production 
of fertilisers, industrial machinery, aluminium, caustic soda, 
cement etc. were far from being fulfilled. There have 
been serious delays in the expansion of the Sindri Fertiliser 
Factory, the setting up of the fertiliser planjs at Nangal, 
Neivalli and Rourkela and carrying out of the Heavy Electrical, 
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Heavy Machinery, the Mining Machinery and the Foundry/Forge 
projects. The same is true of project for the manufacture 
of organic intermediaries. These delays have been due partly 
to foreign exchange difficulties and partly to defects in advance 
planning. The actual cost of most of the projects has been 

very much more than was originally estimated. For instance, 
the initial estimate of the cost of three steel plants in the 
public sector was Rs. 425 crores but the actual outlay on them 
is now estimated to be Rs. 620 erores. 

Q. 34. Discuss the main features of underdevelopment to 
bo witnessed in India*s economy today. ( B. A. 1962 ) 

During the ppriod of British rule, the political and econo¬ 
mic subjection of India led to arrested economic development* 
in other words, to economic stagnation. Independent India has 
made considerable progress towards transforming herself into 
a developed country through her five-year plans. But even 
after ten years of planning, most of the main features of under¬ 
development still persist in India. 

1* Low Per Capita Income : It is usual to classify 
nations roughly into three categories : ( a ) highly developed 
countries with an annual per capita income of over 
Rs. 1,000; (b) developed countries with an annual per 
capita income between Rs. 500 and Rs. 1,000; (c) under¬ 
developed countries with an annual per capita income below 
Rs. 500. The sum of Rs. 500 is taken to be equal to about 
$ 100. In 1959-60, India had an annual per capita income 
of Rs. 291 only in 1948-49 prices. In comparable prices, 
the annual per capita incomes of the U. S. A. and Britain 
are a little less than Rs. 10,000 and Rs. 5,000 respectively. 
India has still a very long way to go before she can 
attain an annual per capita income of Rs. 500. 

2. Low Standard of Living and Undernutrition: Aa 
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inevitable corollaries of low national income and low per 
capita income, the mass of thf Indian people have a poor 
standard of living and suffer from undernutrition. As revealed 
by the thirteenth round of the National Sample Survey, 
between September 1957 and May 1958, the per capita 
monthly consumer expenditure was only Rs. 19*7 on average. 
About 67 per cent of this expenditure was on food, 9 per 
cent on clothing and 6 per cent on fuel and light. The 
monthly per capita expenditure in 33 per cent of the 
households was less than Rs. 13. After meeting the bare 
necessities of life, the average household has veiy little left 
for culture and other amenities of life. The daily per capita 
consumption of food at the present moment a’mounts 2,100 
calories according to the official estimate but non-official 
experts place it at 1, 700 colories only. It should be at 
least 2, 500 calories. In the U. S. A. and other developed 
countries, it exceeds 3, 000 calories. The per capita con¬ 
sumption of cloth per annum is only 15*5 yards which 
is no greater than that existing in the days of British rule. 

3. Predominance of agriculture in the Indian Economy : 
One of the main features of an underdeveloped economy 
is the predominance of agriculture in the national economy. 
In 1959-60, about 48 per cent of the national income was 
derived from agriculture and only about 10 per cent from 
factory establishments and mining. As a result of ten years 
of economic planning, the percentage of population drawing 
its livelihood from agriculture has decreased in India only 
by 2 per cent. It is still very high. According to the latest 
census figures, 64*86 per cent Indian population are depen¬ 
dent on agriculture for their livelihood. 

4. Shortage of Capital: In underdeveloped countries, a 
low rate of capital formation leads to a low, rate of capi* 
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tal accumulation. There is thus a vicious circle. India has- 
been making determined efforts in the last decade to break 
the circular constellation of fdrces but has met with limited 
success so far. Over the last ten years, the rate of domestic 
savings *has increased from 5 per cent to 8*5 per cent of the 
national income and the rate of investment has advanced 
from 5 per cent to 11 per cent of national income. In 
developed countries, the rate of savings and investment is 
from 15 to 20 per" cent of the national incomp generally. 

5. Low Productivity of Agriculture and Industry : The 
problem of economic development is the problem of 
increasing the productivity of labour in agriculture and 
industry so that greater surpluses may be accumulated for 
investment. During the last ten years productivity of Indian 
agriculture and industry has increased to some degree. But 
due to the shortage of capital and a low level of technique, the 
per capita product in India is still very low. 

6. Existence of a large sector of Subsistence Economy : A 
large sector of subsistence economy still exists in India* 
This limits division of labour, restricts the market for in¬ 
dustrial products, reduces the marketable surplus of food- 
grains and retards economic growth. 

7. Disguised unemployment or underemployment ; There is 
a large volume of disguised unemployment, or, as it is 
sometimes termed, underemployment in India, specially in the 
villages. The savings potential represented by the consump¬ 
tion of the surplus agricultural population is still going to 
waste. We have so far met with very limited success in 
utilising this savings potential for capital formation by 
shifting the surplus labour to capital-building projects. 

8. High Birth Bate : The birth rate in India, as in* all 
underdeveloped countries, is still too high. It is about 40 
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per thousand per annum. As the death rate has fallen sharp¬ 
ly in recent years, there is a population explosion. The 
population is expanding at the rate of 2*5 per cent per 
annum. India is suffering from acute food shortage, serious 
undernutrition and mass unemployment. 

9- Dependence on Capital Goods Imports ; Only the 
foundations have been laid in India of those basic 
and heavy industries which are essential for the self-sustain¬ 
ing economic growth of the country. India is still exces¬ 
sively dependent on the imports of capital goods from 
abroad for her economic growth. 
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tance in India’s tax structure. Before the 1934, excise 
duties were levied on only three products viz. motor spirit, 
kerosene and silver. From the year 1934 central excise 
duties started playing an important role in India's tax 
structure. In that year sugar, matches and steel were 
subjected to excise duties. The reason advanced for the 
imposition of excise duties on these products was that the 
duties would compensate the loss caused by the enormous 
fall in customs duties on these products as a result of protec¬ 
tion extended to them. * 

During the Second World War, vanaspati, tobacco, tea. 
coffee and other products were brought under the scope of 
excise duties. Thenceforward the part played by excise duties 
in India’s tax structure has become increasingly important. 
Excise duties started being looked upon not only as a means 
of compensating the fall in revenue due to protection afforded 
to indigenous industries but as an instrument for widening 
the tax structure by bringing the mass of the people under the 
tax system. 

With the advent of planned economy in 1951 the impor¬ 
tance of excise duties increased manifold. They constitute 
one of the principal sources of tax revenue needed for financing 
India’s Five Year Plans. But excise duties are not looked 
upon merely as a source of revenue, they have also two further 
objectives, viz. to curtail the consumption'expenditure of the 
people and to curb inflation. Further, it is the policy of the 
Government to afford protection to cottage and small-scale 
industries by imposing excise duties on factory products like 
mill made cloth. By contributing to these different ends central 
excise duties play a vital role in India’s planned economy. 
At present, the union excise duties are the most important 
source of tax revenue. It is seen from the revised budget 
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of 1960-61, that Union excise duties yielded Rs. 395 crores, 
customs duties Rs. 163 crores, the corporation tax Rs.137 crores 
and the income tax Rs. 127 crores. 

The Taxation Enquiry Commission recommended enhance¬ 
ment of the existing excise duties and the imposition of a 
large number of fresh excise duties. As a result of the im¬ 
plementation of these recommendations, the number and 
rates of central excise duties have shown an astonishing in¬ 
crease duiing the last three years. The following figures will 
show how the revenue of the Central Government from excise 
duties has increased during the last twenty-three years : 

( In crores of rupees ) 


1938-39 ... 9 

1950-51 ... 67 

1960-61 ... 416 

1962-63 (budget) ... 492 


The States’ share in Union Excise duties is included in 
the figures above. It is seen that during ten years of planning, 
the revenue from Union Excise duties increased more than 
sixfold. The process of increase has continued sharply in 
subsequent years. In the budget of 1961-62 excise duties on 
14 articles were enhanced and excise duties were imposed 
on 18 new articles, such as, caustic soda, glycerine, plastics, 
glassware ; porcelain goods, wireless receiving sets, refrigerators, 
etc. In the budget*of 1962-63, existing excise duties on 
unmanufactured tobacco and cigarettes, match boxes, cotton 
textiles and yarn, etc. were enhanced and excise duties were 
imposed on many new articles, such as, some kinds of iron 
and steel products, jute manufactures, electrical cables and 
wires, cement products, particular acids and gases and 
particular mineral oil products, gramophones, and gramo¬ 
phone records etc. 
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Q. 36 Examine the case for and against the imposition- 
of the Wealth Tax and the Expenditure Tax in India. (B.A. 
1961 1969 ; B. Com. 196l ) 

In 1956, Prof. Nicholas Kaldor on the invitation of the 
Government of India, examined the Indian tax system and 
made certain recommendations for its reform. Of the new 
taxes recommended by Prof. Kaldor the two most important 
ones are (a) Wealth Tax and (b) Expenditure Tax. 

(a) Wealth Tax : Prof. Kaldor put forward the following 
arguments in favour of the imposition of a tax ofl wealth 
in India : 

1. Income alone is riot a satisfactory criterion of the 
ability to pay. This also depends on the ownership of 
property. The tax system would be inequitable if income 
alone were taxed, exempting the accumulation of wealth 
from taxation. Let us take the case of a beggar who has 
neither income nor wealth and compare it with that of a 
person who has no income but possesses gold and jewellery 
worth Rs. 10 lakhs. Judged from the income point of 
view the tax paying ability of these persons is nil. But 
this is obviously absurd. It follows that income alone is not 
a sufficient criterion of the ability to pay taxes. 

2. It is true that the owner of wealth pays a tax on 
income derived from his wealth. But the ratio of wealth 
to income is not the same in all cases. Suppose, a person 
with a property of Rs. 5 lakhs earns an income of 
Rs. 50,000 and another with a property of Rs. 2 lakhs also 
earns an income of Rs, 50,000. Have they an equal taxable* 
capacity ? Obviously not. Therefore, only a combination 
of income tax and wealth tax can bring the tax system .in 
line with the principle of ability to pay. 

3. Income tax discriminates against capital invested 
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in risky businesses. One person may be getting an 
yield of 3% per annum by investing money in Govern¬ 
ment bonds while another may be getting 10% per annum 
by investing a similar amount in a business fraught with 
risks. From the point of view of the Wealth Tax, the 
ability to pay of both is equal, but from the income tax 
point of view, the ability to pay of the latter is more than 
three times the former’s. Wealth tax is needed to remedy 

the discriminatory treatment meted out to risky investments 
by incofile tax. 

4. Those, who hold their wealth in the form of such 
unproductive assets as gold or jewellery, avoid income tax. 
By discouraging unproductive wealth-hoarding, wealth tax 
would encourage investment in productive enterprises and con¬ 
tribute to capital formation. It is no doubt true that by pen¬ 
alising increments in the value of property, wealth tax may 
serve as a disincentive to productive investment; but the 
prevailing income tax handicaps productive investment to a 
much greater extent by exempting hoarded gold and jewellery 
from taxation. 

5 Lastly, the imposition of wealth tax will serve to dis¬ 
close many sources of income which evade income tax at 
present. As a result, the tax system will gain effectiveness, 
thanks to the wealth tax. 

The following are the main arguments advanced against 
wealth tax : 

(i) Property does not always yield an income. If wealth 
is made taxable, persons who have no income to pay tax with 
Shall have to pay it. This is inequitable, (ii) Wealth tax 
will not only discourage business enterprise but will also strike 
at the very root of economic development by discouraging 
savings. As a result, capital formation will, be hampered. 
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(iii) From the administrative point of view, wealth tax is 
attended with complications, such as, the difficulties of dis¬ 
covering the real owner of a property and assessing its value. 

The main features of the Wealth Tax as passed by 
Parliament in 1957 were as follows. For property owned by 
an individual, the rate of tax on the first Rs. 2 lakhs will be 
nil, on the next Rs. 8 lakhs, \% ; on the next Rs. 10 lakhs, 
1%, on the remaining portion 1$%. For property owned 
by undivided Hindu families, the rate on the first Rs. 4 lakhs 
will be nil; on the next Rs. 9 lakhs, \% ; on the next 
Rs. 20 lakhs, 1% , on the remaining portion 1|%, Agricultural 
property belonging to Charitable institutions, personal 
effects, pensions, etc., have been exempted from the purview 
of the tax. In the budget proposal of 1959-60 Mr. 
Morarji Desai increased the wealth tax by \% on each slab 
for individuals and Hindu undivided families. The tax on the 
wealth of companies was abolished. In the 1962-63 budget, 
the rate on the two highest slabls has been increased by 0.25% 
and 0*5% respectively. The yield from the Wealth tax was Rs. 
1\ crores in the revised budget for 1961-62 and is expec¬ 
ted to be Rs. 7 crores in the budget proposals for 1962-63. 

(b) Expenditure Tax: The most noteworthy and radical 
proposal of Prof. Kaldor was the imposition of a tax on personal 
expenditure. According to Prof. Kaldor a tax on expenditure is 
more scientific and equitable than a tax on income. Expenditure 
more easily definable than income and is a better index than 
income of taxable capacity. India is pledged to achieve economic 
development. As such taxation should fall heavily not on 
saving but on expenditure. It is against all canons of social 
equity that a handful of wealthy people should be engaged in, 
dissipating their wealth in conspicuous consumption while the 
mass of the people have to curtail consumption for the develop" 
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ment of the national economy. Finally as a result of the 
•documents submitted • to the governmet in connection with 
expenditure tax and wealth tax, it would become exceedingly 
difficult to evade income tax. According to Prof. Kaldor’s 
estimates, income tax evasion in India amounts to Rs 200 crores 
annually. It would be n.o small gain if income tax evasion could 
*be stopped as a consequence of the submission of consolidated 
returns in connection with expenditure tax. 

The following objections have been raised in India against 
expenditure tax. In India the rate of income tax is exorbitant 
and if in addition, wealth tax and expenditure tax are levied, 
then the burden of direct taxation will become unbearable. The 
aim of a tax on expenditure is to encourage saving but if the 
wealthier people save and increase their wealth, they have to 
pay wealth tax again. Thus wealth tax and expenditure tax 
are contradictory. The administrative difficulties of a tax 
on expenditure are even greater than those of income tax. 
Since expenditure of agricultural income will not come under 
the purview of expenditure tax, the majority of people will 
evade expenditure tax by debiting their expenditure to 
agriculture income. Expenditure tax would make the 
organisers of industry lose their initiative to work and earn. 
The effect of the tax consequently will be not to increase 
saving but to decrease it. / 

According to. the provisions of the Indian Expenditure 
Tax Act, the basic allowance or exemption limit has been 
fixed at Rs. 30,000 for individuals and Rs. 60,000 for 
Hindu undivided families. The tax has been fixed on a 
progressive scale according to the slab system. The tax is 
40% for the first Rs. 10,000 above the exemption limit, 
rising progressively to 100% on an expenditure of Rs. 50,000 
or more. 
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The imposition of a tax on expenditure in India is, 
indeed, a novel measure. Such a tax has not been levied 
in any other country in the world. The tax is extremely 
complicated and difficult to administer • and the net return 
from it will be meagre. The yield from this tax is Rs. 1 
■crore only. So far the tax has been levied on a mere 
handful of people. The good effects expected by Prof. Kaldoi 
from the tax do not appear to be likely of realization in India. 

It has been decided this year to abolish the expenditure tax. 

Q. 37 Argue the case for and against the imposition '*of Deat} 
Duties in India . ( B. A. 1963 ) 

Describe the main fedture of the Estate Duty Act, 196 « 
which has been recently passed in India. (B. A. 1954 ) 

If on the death of a person a tax is levied on his 
property and if the tax is assessed on the whole of the property 
before the inheritors come into possession, then it is called 
‘estate duty*. If, however, the tax is assessed on the individual 
shares of the inheritors, it is called inheritance tax or succession 
duty. Both these taxes are known as death duties. 

In India there was no death duty before 1953. In case of 
joint families in areas governed by Mitakshara law the question 
of inheritance does not really arise. Consequently, it is not 
possible to levy any inheritance tax or succession duty on the 
property of such families. Furthermore, according to the 
original Indian Constitution, neither the Centre nor the States 
were empowered to impose estate duty or inheritance tax on 
agricultural income. However, in 1953, the Estate Duty Act 
was passed by the Loka Sabha after overcoming the constitu¬ 
tional and other difficulties. 

According to the Act the tax is to be levied on the properties 
of persons whose death occurred after 15th October, 1953. All 
property belonging to the deceased person, whether movable or 
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immovable, agricultural or otherwise, is considered to form one 
estate and the tax is levied on it. As most of the States have 
agreed to central legislation on the subject, there is no hindrance 
to assessing the taxon the whole estate, including the agricultural 
property. In case of States that have not agreed to such 
legislation, the agricultural property is taken to form part of 
the estate for purposes of fixing the total value of the estate 
though the tax itself is not levied on such agricultural property. 
Hindu undivided families, governed by Mitakshara and 
Marum&kkattayam law, are exempted from payment of the duty 
for the first Rs, 50,000 of the property. The exemption on 
other properties was at first fixed at Rs. 1 lakh but was subse¬ 
quently reduced to Rs. 50,000. Properties above these 
exemption limits are chargeable at progressive rates accnr- 
ing to the ‘slab* system. The rate is 4% on the first 
slab of Rs. 50,000 to Rs. 1 lakh, rising gradually to 40% 
of properties having a taxable value of Rs. 50 lakhs. 

Gifts for charitable purposes made within six months 
before death and other gifts made within two years before 
death also come under the purview of the tax with certain 
exceptions specified in the Act. Such gifts are held to have 
been made in expectation of death with object of avoiding 
death duty. A scale of tax relief is provided, if a second 
death occurs within 1 to 5 years of the first death, in res¬ 
pect of the same property. No fresh death duty is payable 
if the second death occurs within three months of the first 
death. Insurance policies on the life of the deceased up to 
Rs. 5,000 and provisions for the marriage of female relatives, 
up to Rs, 5.000 each are exempt from the tax. 

, Arguments for and against Death, Duties : The aims and 
objects of the India Estate Duty Act are : (i) to reduce the 
disparities in the distribution of wealth in the country ; aqd 



INDIAN ECONOMICS 


158 


(ii) to help raise finance for the economic development of 
the country. The law of inheritance is pne of the chief reasons 
for the disparity in wealth as between. different members of a 
modern society. Death duties are admirably suited to reduce 
this disparity. 

In India the State has taken up the responsibility for the 
economic development of the country. Therefore it is the duty 
of the State to raise the necessary finance by taxing the rich and 
the poor equitably. The Indian taxation system is.regressive. 

It has depended all along too much on indirect taxes on commo¬ 
dities. At present the State in India is putting a heavy pres¬ 
sure on the masses to curtail their consumption in order to 
further economic development. Under the circumstances, the 
principle of equity in taxation will be seriously transgressed 
and the masses of people will lose their interest in the develop¬ 
ment of the country if all possible efforts are not made to raise 
the necessary finance by levying death duties and other direct 
taxes on the richer classes. 

Inherited property gives rise to a new kind of ability to pay. 
Taxation according to the ability to pay is a fundamental prin¬ 
ciple of any modern tax system. As such, imposition of death 
duties even when there already exist direct taxes on income and 
wealth, is completely justified. Moreover, the revenue-yielding 
capacity of death duties is not negligible. • When the Indian 
Republic is engaged in tapping all possible sources of income 
for furthering the Five Year Plans, it would be meaningless to 
ignore such a productive source of revenue. 

The rich and the propertied classes argue that the^ Estate 
Duty will prove a disincentive to savings and investment, thus 
striking at the rQot of the accumulation of wealth. It is, how¬ 
ever, generally held by economists that the adverse effects of 
death duties on'savings and investment are much less than those 
11 
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of income tax. Compared to other countries the rate of death 
duties in India is low and the exemption limit high. In the 
U. K. the rate of the Estate Duty is 40% on Rs. 10 lakhs and 
70% on Rs. 1 crore whereas in India the corresponding rates 
are very much lower. The burden of death duties in India is 
not very heavy. 

The opinion is held by many that as a result of the Estate 
Duty, large industrial organisations will be broken up. It is not 
correct«to suppose that by reason of sale by an individual 
of shares held in an industrial organisation, that organi¬ 
sation itself will be broken up. 

The tendency to evade Estate Duty is widespread in 
India. The provision of a tax on gifts made during the 
lifetime of the assessee has stopped one avenue of evasion. 
The Indian Estate Duty is progressive from the point of 
view of the amount of deceased’s property. But according 
to Prof. Kaldor, progression should be according to the 
amount of property received by the inheritor. In western 
countries the rate of progression of the tax depends on 
the remoteness of kinship of the inheritor to the deceased. 
It is not so in India. The income from death duties was 
Rs. 4 crores in the revised budget for 1961-62 and is ex¬ 
pected to be the same in the budget for 1962-63. 

Q. 38. Briefly . discuss the case for and against the im¬ 
position of a Gift Tax in India. Examine the main provisions 
of the Gift Tax Act of 1958. 

Imposition of a Gift Tax was one of the main features 
of the Kaldor proposals for the reform of the Indian tax 
system. Prof. Kaldor’s recommendation was implemented by 
the passing of the Gift Tax Act of 1958. 

Prof. Kaldor’s arguments in favour of a tax on gifts 
are as follows. Property changes hands from one generation 
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to another in two ways : (i) by inheritance after death; • 
and (ii) by gifts made during the lifetime of the donor. 

In India transfer of property by inheritance is already 
subject to the Estate Duty Act. Therefore, why should not 
transfer by way of gifts also be subject to taxation ? If a 
tax on transfer of property on death is conducive to the 
national interests, the same is true of a tax on transfer of 
property by gifts inter vivos. Furtheremore, it appears 
that there is a widespread tendency to evade Estate Duty by 
making gifts during one’s lifetime. To obviate such evasion, 
gifts made within six months, or in certain cases, within two 
years before death are held to be gifts made in expectation of 
death and as such liable to death duties. This, however, is 
neither logical nor equitable. The liability of a property to 
death duty should not be made to depend on how long the 
donor may chance to live. Such a system makes the death 
duty fall unequally on different properties of the same value. 
The burden of a good tax should not be uncertain or arbitrary. 
Further, the State should not take it for granted that all gifts 
made to charitable organisations within six months before 
death and to others within two years, are prompted by the 
desire to evade Estate Duty. It is difficult to prove the exis¬ 
tence of this motivation in all such cases. To evade death 
duties, gifts may also be made more than two years before 
death. How will the State stop this ? 

To counteract these shortcomings of the Estate Duty, a tax 
on gifts is simultaneously levied in many countries of the world. 
This has been done in India too. The gift tax is to be levied on 
the donor on the value of all gifts made by him during the pre¬ 
vious year. The Gift Tax Act provides for various exemptions, 
including a b&sic exemption of Rs. 10,000. The rates of the tax 
are based oaa slab system and vary from 4% on the first slab of 
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Rs. 50,000 to 40° o on gifts over Rs.50 lakhs. The following gifts 
are exempt from the tax : gifts made before 1st April 1957; gifts 
in connection with the Bhoodan and Sampattidan movements ; 
gifts to one’s children for their education ; bonuses, pensions or 
gratuities given to employees ; etc. Charitable institutions. 
Government Companies and ’arger public companies are 
exempted from the levy of the gift tax. 

The expected yield from the Gift Tax according to the 
budget estimates for 1962-63 amounts to Rs. 85 lakhs. 

Q. 39. Write a critical note the introduction of the 
Capital Gains Tax in India (B. A. l ( Jbl) 

Capital Gains Tax was first imposed in India in 1946 but 
it was abolished in 1948. It was re-imposed in 1956. 

If any property enhances in value without any efforts on 
the part of its owner or holder, then such owner or holder 
stands to gain from such enhancement. The profit he would 
make, if he were to sell the property, is called capital gains. 

Those who oppose capital gains tax argue that captial gains 
do not consititutc an income but represent an increase in the 
value of capital itself. Capital, as the source of income, should 
not be confused with income and taxed as such. If capital gains 
are treated as income and subjected to tax at the same rates as 
income, then saving and formation of capital will be penalised. 

But this argument does not stand examination. If one person 
makes a porfit of, say Rs. 10,000 on his capital (of course, by 
means of sale ) and another makes the same profit by way of 
income, the net economic gain to both the person is the same 
and their ability to pay tax increases equally. Consequently, it 
would amount to discrimination if the net gains of both these 
persons were not equally taxed. Further, capital gains increase 
the disposable income just like ordinary income.* It is also not 
true that taxation of capital gains rcduccs«the taxpayer’s 
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prospects of future income. Again, there is the case of theincome 
of professional speculators which is wholly in the from of capital 
gains. Since the speculator’s capital gains are subject to taxation, 
why should the capital gains of others be exempt ? The tax sys¬ 
tem would be inequitable if it were to discriminate between the 
profits of a merchant byway of capital gains and the net income 
of a lawyer or a physician for taxation purposes. Finally, the 
argument that capital gains tax creates disruption in the 
capital market also does not stand close scrutiny. 

The Taxation Enquiry Commission gave iffi verdict 
against the imposition of a capital gains tax. But Prof. 
Kaldor emphatically recommended the imposition of this 
tax. In his opinion the Government of India’s estimates 
in 1948 of the expected income from this tax were too 
modest. Capital gains tax docs not have the same adverse 
effect on savings and investment as the high marginal rates 
of income tax. Failure to impose a tax on capital gains 
not only discriminates between the different categories of 
income-earners but also encourages the tendency to evade 
taxation in various ways. 

The main provisions of the Capital Gains Tax Act 
which came into force in 1956 are as follows. Only realised 
capital gains, resulting from sale of property, are subjected 
to the tax. As capital gains are taxable, so capital losses 
are also allowed for. Those whose capital gains are less 
than Rs. 5000 or whose total income including the capital 
gains is less than Rs. 10,000 are exempt from the tax. If 
the owner of a house sells it after at least two years of 
staying there and purchases another house then £he tax is 
not payable, even if capital gains are realised. Capital 
gains would* be taxed at the rate of income tax payable 
for the totgl income, including therein only one-third of 
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the capital gains. But capital gains would not be subject 
to super-tax. 

In the budget for 1962-63, Sri Morarji Desai for 

the sake of equitable treatment of different categories of 
capital gains tax payers made the following proposals 

about the Capital Gains Tax. Gains which result from the 
disposal of capital as>ets withm a period of one year from 
the date of acquisition should be made subject to income- 
tax and super-tax like other ordinary incomes. Capital 

gains for «ssessees, other than companies, from assets held 
over a period longer than one year will be subject to 

income-tax at the rate of 25° u or at the rate applicable 

if they were short-term gains, whichever is less. Long-term 
capital gains of companies will continue to be taxed at 
30° n . This will yield a revenue of Rs. 50 lakhs. 

Q. 40. Discus x the attempts that have uccnthj been made to 
reform the Indian Tax structure. Hair fat do you think the 
changes introduced would stimulate saving and invest meat. (D A. 
I960) 

(A.) Recent Reforms of the Indian Tax Shucturc : On India’s 
entering on the path of planned economic devclopmenta 
thorough i (.'modelling of India’s tax structure became an im¬ 
perative need. In 1953, an Estate Duty Act was passed. In 1954, 
the Taxation Enquiry Commission’s Report was published. The 
Commission made comprehensive and far-rcaching proposals 
for reforming the tax structure. The Commission recommen¬ 
ded that the tax system should be so remodelled that it would 
increase the resources requiied for investment in the public 
sector with as small a diminution as practicable of investment 
in th$ private sector. Such a tax system would impose the 
largest practicable restraint on consumption by all classes, the 
consumption of higher income groups being restrained to a 



INDIAN ECONOMICS 


169 


greater degree than that of low income groups. For this pur¬ 
pose, the structure of taxation must be properly diversified 
with an increase in its coverage and depth. While it would be 
the aim of tax reform to increase the degree of progression in 
direct taxation, the need to extend taxation to the masses and 
tax the necessaries of life would limit the increase of progres¬ 
sion in the tax system. In the Commission’s opinion the ratio 
of tax revenue to the national income in India was too low. A 
much greater tax effort would be needed to meet the financial 
requirements of planned industrial development. In particular 
the Commission recommended an increase in the rates of in¬ 
come tax, a large increase.in the number, coverage and depth' 
of the sales taxes and Union excise duties, a moderate sur¬ 
charge on land revenue, a betterment levy on irrigated lands, 
etc. The Commission also recommended a number of special 
measures for encouraging saving and promoting the invest¬ 
ment of capital in large scale industry. 

In 1956, Dr. Nicohlas Kaldor deplored the regressiveness of 
the Indian tax sys*cm and suggested the imposition of a wealth 
tax, an expenditure tax, a capital gains tax and a gift tax for 
expanding the basis and coverage of direct taxation. At the 
same time Dr. Kaldor called for a substantial reduction of the 
rates of income tax in order to encourage the desire for 

work and enterprise. The recent tax reforms in India have 

followed, with more or less modifications, the lines chalked 
out by the Taxation Enquiry Commission and Dr. Kaldor. 

B. Effects of Recent Tax Reforms on Saving and Invest¬ 
ment : It is the unanimous opinion of scholars that the 
estate duty and the gift tax will have no harmful effects 
on the desire to save and invest and that' it will 

rather stimulate the desire to work. Dr. Kaldor fiac 

stressed the need to bring down the maximum rate o 
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income tax to 45 per cent as in his opinion the 
excessively high rate of income tax jn India was acting as a 
marked disincentive to work, saving and investment. This 
particular recommendation of Dr. Kaldor has not been acted 
upon. At present the maximum. rates of tax on non-eamed 

income and earned income are 85 per cent and 78 per cent res¬ 
pectively. It may be safely presumed that these high rates of 
income tax are having deleterious effects on work and enterprise. 
Perhaps the widely practised art of evading the income tax and 
the acknowledged flexibility of the law with regard to business 
costing do not make the disincentive effects as great as they 
otherwise would have been. The exemptions.from income tax 
in respect of insurance premiums and provident fund contribu¬ 
tions have been brought up to one-fourth of the total income 
with a maximum limit of Rs. 8,000. This will no doubt 
encourage savings. A number of measures have been taken to 
stimulate investment and to ensure the reinvestment of the 
surpluses of business enterprises, for example, the grant of a 
development rebate and a tax holiday to selected industries, the 
provision of a high rate of initial depreciation allowance and an 
additional special depreciation allowance, the imposition of an 
excess dividend tax to prevent excessive distribution of profits, 
etc. All these are no doubt conducive to saving and investment. 
The wealth tax on companies has been abolished so that it 
might not adversely affect investment. The expenditure tax is 
calculated to encourage savings but itseffects are inconsiderable. 
To discourage personal consumption, the sales taxes and excise 
duties have been considerably enlarged and prohibitive restric¬ 
tions have been imposed on the imports of consumption goods. 
All thesft are certainly curtailing consumption and stimulating 
savings. The tax laws not only do not make ^ny distinction 
between Indian capital and foreign capital but also accord pre- 
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ferential treatment to foreign capital in a number of respects. 
Hence there are no good grounds for holding that India’s tax 
reforms are calculated to discourage the investment of foreign 
capital in India. 

Q. 41. Describe briefly the Kaldor proposals for Indian tax 
reform. To what extent have these proposals been implemented ? 
(B. Com. 1959) 

Kaldor Tax Reform Proposals : In 1956 Prof. Nicholas 
Kaldor was invited by the Indian Governrn?nt to enquire into 
the Indian tax system. According to Prof. Kaldor, th^required 
extra income from fresh taxes for the financing of the Second 
Plan was Rs. 1250 crores. Granting that the states would raise 
Rs. 200 crores, the Central Government would have to impose 
fresh taxes up to Rs. 1050 crores. In the opinion of Prof. 
Kaldor, it was not at all difficult for the Government of India 
to raise this additional amount for the Second Plan by a proper 
reform of the Indian tax system. If this were done the Plan 
could be successfully implemented with a deficit financing of 
Rs. 800 crores only in five years. 

The chief aim of Prof. Kaldor’s proposals is to widen the 
sphere of taxation in India. For this purpose he recommended 
the levy of five direct taxes viz. income tax,annual tax on wealth, 
capital gains tax, gift tax and personal expenditure tax. Each per¬ 
son liable to such taxes would be required to furnish a detailed 
return giving information about his property, income and ex¬ 
penditure. Such a single comprehensive return would be a self¬ 
checking one and would effectively prevent tax evasion which 
takes place on a colossal scale in India. 

In Prof. Kaldor’s opinion, the existing income tax rates 
in India are too high. The highest rate of income tax is 91% in 
India. Enterprise, the will to work and the will to save are all 
reduced as a result of this high rate of income tax. In fact, the 
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definition of business income in the Indian income tax legisla¬ 
tion is so faulty that it provides a loophole for the escape of 
huge amounts of business income from tax liability. So far as 
business income is concerned, the high income tax rates exist 
largely on paper and are made bearable only by the laxity of 
income tax administration. The full brunt of the high income 
tax rates falls on salaried people alone. Prof. Kaldor, accord¬ 
ingly recommended that the highest rate of income tax should 
be reduced to 45%. Companies would pay tax at the flat rate 
of 7 annas in the rupee on their income. This tax would be 
non-refundable and would not be termed as income tax. There 
would be no other tax on companies. 

If income alone is taxed, persons, who show enterprise in 
commerce and industry, have to bear a heavy tax burden, while 
those who hold Government bonds, jewellery or cash escape 
the tax-net. For this and other reasons, Prof. Kaldor recom¬ 
mended an annual tax on wealth a r . rates ranging from £ per 
cent to i\ per cent on properties worth above Rs. I lakh. 

If the property of an individual increases in value then its 
owner will make a profit if he sells it. On occasions, such profits 
may be huge. A tax on these capital gains was imposed in India 
after the last World War but it was abolished after a year or 
two. Prof. Kaldor recommended the re-imposition of the Capital 
Gains Tax, to be levied at the same rates as the income tax. 

To prevent evasion of the Estate Duty, Prof. Kaldor recom¬ 
mended the imposition of a general gift tax. Finally, Prof. Kaldor 
recommended the imposition of a progressive expenditure tax to 
curb the excessively lavish spending of the richer classes. 
According to Prof. Kildor, expenditure of adults up to 
Rs.;0,0(Jb should be exempted and thereafter expenditure should 
be taxed on the slab system at rates ranging from.a minimum of 
25 per cent to a maximum of 300 per cent. 
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It is worth recalling that Prof. Kaldor’s recommendations. 
; were for reform of the system of direct taxation only. His plan 
is not a plan for total tax reform like that of the Taxation 
Enquiry Commission. The Commission had laid greater stress 
on indirect taxation as a means of raising the tax revenue of the 
Government. It was on this point that Prof. Kaldor joined 
issue with the Commission. In his view, to increase the burden 
of indirect taxation without the reform of the system of direct 
taxation and without increasing the tax burdens on the richer 
classes would be neither equitable nor conducive to national 
economic development. On the other hand. Prof. Kaldor 
advised that it must be seen that enterprise and saving 
are not handicapped by taxation. Again, Prof. Kaldor 
‘ecommended the stepping up of the administrative efficiency 
>f the Indian tax system by removing its laxity and un- 
:ertainties. The Kaldor proposals have to be judged from 
:hcsc three angles. 

All the recommendations of Prof. Kaldor were imple¬ 
mented more or less. However, the Government of India 
modified the proposals to some extent; (i) The maximum 
rate of income tax has been reduced to 85 per cent in 
place of 45 per cent recommended by Prof. Kaldor ; (ii) The 
exemption limit for wealth tax has been fixed at Rs 2 lakhs 
instead of Rs. I lakh ; (iii) Prof. Kaldor recommended the 
imposition of wealth tax on the properties of companies 
but the Government of India have now granted them exemp¬ 
tion from the tax; (iv) the exemption limit for expendi¬ 
ture tax was fixed at Rs. 30,000 for individuals instead of 
at Rs. 10,000 as recommended by Kaldor. It has-been 
decided in the present year to abolish the Expenditure tax. 

Q. 42. Give *a short description of India's tax structure . 
Do you think tfcat it is still possible to increase substan - 
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tidily the tax revenue of the Government ? How ? (B. Com. i960) 

A. Description of India's Tax 'Structure - According to the , 
Budget proposals for 1961-62, the entire tax revenue for 
the whole of India was Rs. 1,380 crores. The share of the 
Union Government was Rs. 768 crores i.e. 56% ; and 
the share of the States Governments was Rs. 612 crores 
i.e. 44%. 

Of the tax revenue of the Union Government Rs. 562 
crores i.e. about 73% vva> derived from taxes on commodities 
and services. The Union excise duties yielded a net income 
of Rs 359 crores and customs duties yielded a net income 
of Rs. 193 crores to the Union Government. By far 
the largest part of the revenue from customs duties was 
received from import duties. The income from export duties 
was negligible. 

Taxes on income and expenditure yielded Rs. 194 crores 
or 25.5% of the Centre’s tax revenues. The yield from the 
corporation tax was Rs. 141 crores. The net income received 
from taxes on other incomes was Rs. 53 crores. The 
expenditure tax yielded a negligible revenue. It has been 
abolished this year. 

Taxes on property and capital transactions yielded Rs. 12 
crores or 1.5% of the Centre’s tax revenues. The share 
of the Union Government in the estate duty, the wealth 
, tax, the gift tax -and taxes on stamps and registrations arc 
included in this category. 

Of the Rs. 612 crores of tax revenue of the S*ate 
Governments in 1961-62, Rs. 369 crores i.e. 60% was 
derived from taxes on commodities and services. The general 
sales tax, the share of the States Governments in Union 
excise duties, the State excise duties, taxes on motor vehicles, 
the sales tax on motor spirit, the amusement tax, etc. 
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are included in this category. The first three of these taxes 
are of the greatest importance. From taxes on income, the 
“States Governments received Rs. 92 crores or about 15%. 
Of this sum, Rs. 83 crores came as the States’s share in the 
Centra] income tax. The rest came almost entirely from the 
agricultural, income tax. The yield of the profession tax was 
negligible. From taxes on property and capital transactions* 
the States Governments derived Rs. 151 crores i.e. about 
25%. Land revenue, stamps and registration duties and 
taxes on urban movable property arc included in this 
category. The first two of these are of the greatest importance. 
Land revenue is indeed still now the biggest source of 
income to the States Governments. 

The total tax revenue of the Local Governments in India 
was only Rs. 48 crores in 1951-52. The municipalities lean 
heavily on property taxes. The main source of income to 
the district boards is the land revenue cess. The octroi, 
terminal taxes taxes on animals and vehicles, etc. are among 
other sources of income to the Local Governments. 

On an overall examination of India’s tax structure, the 
following comments may be made : 

1. It has developed in an irregular and haphazard 
manner. It is not quite suited to the planned economic deve¬ 
lopment of India. 

2. A relatively small percentage of* India's national 
income comes as tax revenue to the Government’s treasury. 
Before the First Five Year Plan India’s tax revenue was 
only 7% of her national income. After ten years of planning 
it has come upto 9% of the national income. Thp per 
capita tax burden in India is now Rs. 31 per annum, in 
ether countries, * even in many underdeveloped countries, the 
proportion of tax revenue to national income is much 
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higher, e. g. t 41% in the U. K., 26% in the U. S. A. f 23% 
in Japan, 20% in Ceylon, etc. 

3. The Indian tax system is regressive. According to 
the findings of the Taxation Enquiry Commission, 'direct 
taxes represented only 24 per cent of the total tax revenue in¬ 
come in 1953-54. The percentage of the contribution 
of direct taxes to total tax revenue is 88% in the U. S. A., 70% 
in Australia and Japan, 55% in the U. K. and 40% in Ceylon. 
It is of course true that even indirect taxes can in some cases 
be progressive. As Sri Morarji Desai has observed, it is 
unbelievable that the incidence of indirect taxes on motor cars 
and refrigerators is on the poor. The enquiry conducted 
by the Department of Economic Affairs of the Govern¬ 
ment of India in 1958-59 revealed that the incidence of 
the additional indirect taxes imposed between 1953-54 and 
1958-59 fell more heavily on households belonging to higher 
income-groups than on those belonging to the lower. It still 
remains true, however, that the incidence of indirect taxes in 
India is, in general, regressive. 

4. The division of tax revenues between the Union Govern¬ 
ment, the States Governments and the Local Governments in 
India is not fair and equitable. The more elastic sources of 
revenues have been allotted to the Union Government. The 
sources of revenue allotted to the State Governments are inelastic 
though they are * saddled with growing responsibilities for 
welfare and developmental expenditures. Yet, it is true that 
the States’ share in the to:al tax revenue is greater in the Indian 
Union than in other federations like the U. S. A., Canada and 
Australia. The share of the Local Governments in the tolal tax 
revenue declined continuously until it stood at 10% in 1953-54. 

B. Possibility and Means of increasing Tax Revenue in 
India : 
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A steady increase of public savings is needed for the purpose 
of raising resourcesTor India's planned economic development. 
Taxation is the chief means of effecting public savings. An 
increase of tax revenue is essential to India's economic 
development. 

There is a widely prevalent view that the continuous raising 
of tax burdens in India since the inauguration of the First Five 
Year Plan has exhausted India's taxable capacity. But taxable 
capacity is a vague concept. It hardly lends itself to scientific 
definition and statistical determination. After ten years of 
planning the proportion of tax revenue to national incomes in 
India is about 9 per cent. In many other countries, even in 
underdeveloped countries like Ceylon and Burma, the propor¬ 
tion is much higher. There are no reasons to believe that 
India's taxable capacity is lower than that of Burma and 
Ceylon. True it is that political factors have raised barriers 
in the path of raising tax revenue in India. In a democratic 
country like India, any government which raises taxes becomes 
unpopular. But political obstacles can be removed by political 
means, such as, awakening the people's sense of national 
pride and making them more plan-minded. 

It should be remembered in this context that India's national 
income is continually on the increase. Even if half of the incre¬ 
mental portion of the national income is brought to the public 
treasury, a vast increase in tax revenue is possible along 
with a slight rise, instead of a fall in per capita consump¬ 
tion. The history of the last decade proves that in the 
age of economic development a substantial increase in tax 
revenues is wholly possible. The total tax revenue of the 
Central and States Governments rose from Rs. 625 chores 
in 1950-51 to Rs. 1, 291 ciores in 1960-61. The Second Plan 
placed before itself the target of raising Rs. 850 crores 
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(iiftluding the filling up of the gap) by additional taxation. 
The actual amount failed by this means was Rs. 1,052 
crores. Keeping in mind the faster rate of growth of 
national income aimed at during the Third Plan period, it 
appears not impossible' to raise Rs. 1,710 crores by addi¬ 
tional taxation for the Plan. 

For this purpose it will be necessary to increase the 
rates, coverage and number of both direct and indirect 
taxes. During the Second Plan period, the Union Government 
raised more than the anticipated tax revenue by reforming 
the income tax and the corporation tax, by levying many 
new direct taxes, such as, the wealth tax, the expenditure 
tax, the gift tax and the capital gains tax and by an immense 
increase in the Union excise duties. The States Govern¬ 
ments too considerably augmented their tax revenues by 
raising the sales tax, land revenue, irrigation rates, electricity 
tax, motor vehicles tax etc, and by imposing a betterment 
levy. A similar tax programme will be needed during the 
Third Plan period. At present the annual income-tax evasion 
is about Rs. 100 to Rs. 150 crores and the evasions of the 
sales tax and other taxes too are not inconsiderable. All 
these tax evasions have io be stopped by improving tax 
adnfnistiation. 

However strong public opinion in India may be against 
additional taxation, it seems necessary to raise the proportion 
of tax revenue to 11 or 12 per cent of the national in¬ 
come in the interests of the nation’s economic development! 
But admittedly, taxation has its limits, specially in a country 
like India where population is increasing at an alarming 
rate and the vast masses of the population have little 
margin over bare subsistence. Millions are indeed living 
much below the subsistence level. Creating enthusiasm in the 
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minds of half-starved people for the bright future out* 
to come at the journey's end is Hot an easy task. 
is also the question of supplying the much needed inceafirei 
towards work and enterprise. Both are likely to be uodijcr- 
mined by a too austere tax policy. It is the ucccpj£& 
policy of the Government to stimulate private enterpcur 
through tax concessions. Any great increase in tax revenue 
through direct taxes appears to be unlikely in view of tfcfe 
policy. A continual increase in indirect tax burdens at 
squeezing the standard of living of the masses and adding 
to the costs of agricultural and non-agricultural products*®;. 
A large part of the increase in tax revenues in * 1 "*- 
during the last decade is inflationary in nature and there¬ 
fore illusory. Lastly, there still remains a large sector o i 
subsistence economy in India where the use of mosey it 
unknown. In view of these considerations, it will not he 
wise to take a too optimistic view of the possibilities ai 
increasing tax revenues in India. For securing resources fa 
India’s planned development, greater attention should hq 
paid to the stabilisation of the price line, prevention of 
wastage, production at minimum cost, the pursuit of 1 
properpricc policy by public enterprises and the growth of thei 
surpluses, the introduction of a few fiscal monopolies, e tc. 

Q. 43. Comment on the pit sent of alloc itio% t 

• ** 

revenues between the Union ant the States Governments in In lie 
(B. Com. 1962 ). 

Qive a critical appraisal of the >ecommendations of the Thu 
Finance Commission of India. 


A. Division of Revenues between Union and Slate* Go 
ments under the Indian Constitution : The Indian Constitahy 
has divided revenues betweent the Centre and the States ia tl 
following manner: 


12 
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(a), The Jfollowmg taxes win D6 tcvieu by the Union 
Government: (l) taxes on "income other than agricultural 
Income ; (2) customs duties ; (3) excise duties on goods pro¬ 
duced in India (with the Reception of liquors, opium and other 
narcotics); (4) corporation tax : (5) taxes on the capital 
.value of property other than agricultural property and taxes on 
the capital of companies", (6) estate duty and succession duty 
on property other than agricultural land ; (7) terminal taxes on 
passengers and goods carried by rail, sea or air and taxes on 
railway fares and freights ; (8) stamp duties on commercial 
documents ; etc. 

{b) The following taxes will be levied by the States Govern¬ 
ments : (1) land revenue ; (2) tax on agricultural income ; 

(3) estate duty and succession duty on agricultural land : 

(4) taxes on land and'buildings : (5) excise duties on liquors, 
opium and other narcotics ; (6) sales taxes on goods other than 
newspapers ; (7) taxes on the use and sale of electricity ; 
(*8) taxes on road vehicles ; (9) taxes on amusements and bet¬ 
ting ; (10) stamp duties on documents other than commercial 
documents ; etc. 

(c) The Central income-tax will be levied and collected by 
the Union Government *»ut its net proceeds will be divided 
between the Union and the States Governments in the pres¬ 
cribed manner. The corporation lax will be wholly enjoyed by 
^he Union Governm ent. 

(d) The Union excise duti;s may be divided between the 
Union and the States Governments. 

(e) The following taxes will be levied and collected by the 
Union Government but their net revenue will be allotted to the 
States Governments ; (I) estate and succession duties on property 
oiher than agricultural land ; (2) terminal ta?tes ; (3) taxes on 
railway fares and freights. 
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(/) Stamp duties'on commercial documents wilf be, ievled by 
he Union Government but jvill be collected by State Govern^ 
nent within its own area.and enjoyed by it.. 

(g) The Union Government is enfpDwered to give grants- 

n-aid to the State Governments. 

(h) The Union Government will give a grant-in-aid in 
lieu of a share in the jute export duty to the Government of 
West Bengal, Bihar, Orissa and Assim for a period of 10 years 
from the commencement of the constitution or until the^ duty 

is abolished, whichever be earlier. 

(/) The President will appoint a Finance Commission with¬ 
in two years of the commencement of the Constitution and 
thereafter at the expiration of every fifth year for making re¬ 
commendations about the division of revenues between the 
Union and the States Governments, Central grants-in-aid and 
relevant matters. 

B. Itecommendations of the Third TTinonce Commissi on • The 
Third Finance Commission was appointed in December, 1960 
under the chairmanship of Sri A. K.. Chanda and submitted its 
report in December, 1962. Its recommendations are to remain 
in force for a period of four years from the 1st of April, 1962. 
Its recommendations fall under the following heads : 

(!) [u'W-hr: The Fir*t Finmcc C>mmission (Neogy 
f'o:nuiission) had divided the net revenue from the income-tax 
between the Union and the States Governmenfs in the ratio of 
45 : 55. It had prescribed the following principle for distri¬ 
buting the divisible pool of income-t .x between the States ; 80 
per cent on the basis of population and 20 per cent on the basis 
of collection. The Second Finance Commission (Santgnam 
Commission) had lowered the ratio to 40 : 60 and amended the 
principle of distribution as follows : 90 per cent on the basis of 
population and # IQ per cent on the basis of collection. ^The 
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BN Finance Commission has still further towered the ratio 
fl* 13$..: 66$ and has reverted to the First Commission’s 
p ri nci p l e of distribution; The share of West Bengal is now 
s£ I2'09 per cent. 

2 * Union Excise Duties ' The First Commission had 
dmdfed only the excise duties on tobacco, matches and 
vegetable' products and had fixed the ratio of division 
Ittween the Centre and the States at 60: 40. The Second 
Commission- added to the divisible list four additional 
mnmodities, viz., tea, sugar, paper and non-essential 
vegetable oite and raised the ratio to 75 : 25. The Third 
Cftn^sssion has recommended that excise duties on 35 
commodities^ are to be divided between the Union and the 
•Slates in the ratio of 80 : 20. The share of the Slates in the 


Ummi'Croise duties has so far been distributed among them on 
basis of population. The Third Finance Commission, 
whOe. accepting population as the main basis of distribution, 
has taken into considerantion such other factors as the relative 
joaacial strength of the States, differences in their level of 
development, percentage of population belonging to sche- 
fcfed castes and tribes and backward classes, etc. The 

dbaie of West Bengal ia now fixed at 5.07 per cent. 

(?. Estate Duty '• The recommendations of the Third 
Finance Commission under this head are as follows : (a) The 
Centre will retain 1 per cent of the net revenue as emanating 
from the Union territories ; (b) The remainder will be 

divided into two parts, gross value of immovable pn.peru 
and gross value of movable property : \c) The duty on 

aaorovable property will be distributed to the States accor¬ 
ding to its gross value in each State : (d ■ tire duty on 

aKwable property will be distributed to the SiatcVoiUhc basis of 
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per dent. There has been nodeviation In respect'ofBstate 
Duty from the recommendations of the Second Commission. 

4. Additional Excise Duties : The Third Finance Com¬ 
mission has recommended that the additional Union excise 
duties levied in replacement of sales taxes on six commo¬ 
dities, viz., cotton fabrics, woollen fabrics, silk fabrics, arti¬ 
ficial silk fabrics, sugar and tobacco will be divided and 
distributed as follows; (a) the Union will retain 1 per cent 
of the net proceeds, (b) Jammu and Kashmir will get 11 per 
cent; (c) the remainder will be distributed between the 
other States in the following manner: (i) each State will 
receive a sum equal to the income it derived ‘ from - the 
sales taxes on these six commodities in 1956-57 : West 
Bengal’s share under this head is fixed at Rs. 2 crores 
80 lakhs : (ii) the surplus will be distributed to the States 
concerned on the basis of population on the whole : West 
Bengal's share is fixed at 9 per cent. 

5. Grant in lieu of tux on railway jyossenger fares • With 
effect from April l, 1961, a sum of Rs. 12*5 crores will be 
distributed each year during the quinquennium 1961-66 
among the States so that each State is compensated for 
the loss it has sustained on account of the abolition of the 
tax. West Bengal will get F s . 79 lakhs. 

6. Grant * -in -aid : Under this head the recomendations 
oi the Third Finance Commission arc a> follows : (a) Union's 
annual grants-in-aid to the States will total Rs. 110 crores 
25 lakhs. Of this sum, Rs. 52 crores will be paid tor meeting 
the revenue gaps in the States Governments' budgets : the 
remainder of R>. 5X crores 25 lakhs will be paid for cover¬ 
ing 75 per cent of the revenue components of the Skate 
Plans; the latter part of the recommendation was not 
unanimous ;yui lias not been accepted by the Government 



374 • 


SELECTED QUESTIONS & ANSWERS ON 


of India, (b) For the improvement of communication the 
States will receive a total grant-in-aid of Rs. 9 crore*. 
West Bengal, Bihar, Punjab, Maharashtra and Uttar Pradesh., 
these five States will get no grant-in-aid on account of revenue 
gaps \n the budget. West Bengal, Uttar Pradesh, Punjab, 
Madras and Maharashtra, these five States will receive no 
grants-in-aid on account of improvement of communications. 
As the Government- of India has rejected the Commission s 
recommendation about giving grants-in-aid to meet 75 per 
cent of the* revenue components of the State Plans, West 
Bengal will receive no statutory grant-in-aid whatsoever. The 
grant-in-aid it had received in the earlier years in lieu oi 
a share in the jute export duty has already been abolished. 

Criticism : On the whole, the Third Finance Commission has 
made its best endeavours in solving the thorny problems of fede¬ 
ral finance within the narrow limits set by the Indian constitut- 
tion. Its recomendation about the income tax has slightly fa¬ 
voured industrial States like West Bengal and Maharashtra. But 
its recomendations about the Union excise duties and grants-in 
-aid have favoured the backward States like Rajasthan and 
Orissa. It is a pity that the Government of India has rejected 
the majority recommendation about grants-in-aid for meeting 
75 per cent of the revenue components of State Plans. It is no 
doubt true that the Planning Commission recommends Cen¬ 


tral aid towards meeting the cost of the State plans. But such aid 
is conditioned upon the States raising certain sums through 
their own tax efforts. This at least is the un-wiiucn ru»L. It is 
doubtful how far the imposition of such o condition is reason¬ 
able. The Government of West Bengal and some o her States 
have protested to the Government of India against lljcir 
rejection of a part of the Third Finance Commission's recom¬ 
mendation about grants-in-aid. 



INDIAN ECONOMICS 


175 


Q. 44. Write 7 a short note on India*s public debt. 

The loans raised by a Government within or outside 
its own territory are called ‘‘public debt.” Public debt can be 
classified under various heads. There are Government loans 
which have no fixed date of repayment. These continue inde¬ 
finitely and interest is paid at a fixed rate. On the other hand, 
the deposits in Postal Savings Banks are withdrawable on 
demand. Treasury bills are repayable at the end of three 
months. Most public debts are more or less long-term ones 
and repayable after 5, 10 or more years. * 

Public debts are sometimes divided into internal and 
external debts/ In case of internal loans the Government is in 
debt to its own citizens. The nation does not become 
poorer as a result of the transfer of wealth consequent upon 
repayment of the loan or the payment of interest thereon. When 
paying interest on external loans or repaying them, the real 
resources of the nation have to be exported to another country 
and as a consequence the nation becomes poorer to that extent. 

Public debt may also be classified as productive and un¬ 
productive. Debt incurred for capital expenditure on schemes 
of economic development is called productive; while debt 
undertaken for financing wars or other unproductive purposes 
is called unproductive. 

In India the public debt incurred by the British administra¬ 
tion in its early days was mostly unprdductive. The debt was 
incurred to suppress the Indian independence movement of 
1857. The internal debts incurred by the British Government 
of India during the First and the Second World Wars were also 
unproductive. But even during the British administration 
of India, public debt gradually became of an increasingly 
productive nature. In independent India the public debt oi 
the national government is steadily increasing but it is 
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being incurred in the. interests of the economic develop¬ 
ment of the country. Thi^ is a characteristic feature. of 
India’s current public debt. 

India’s total interest-bearing obligations at the end of 
1960-61 amounted to Rs. 6,280 crores of which Rs. 5,455 
crores was internal debt and Rs. 825 crores external debt. 
The internal public debt is classified as follows ; (i) Rupee 
loans : (ii) Treasury bills, etc. : (iii) Small savings : (iv) others. 

Of the total internal public debt on March 31, 1960, 
rupee loans accounted for 48 per cent, treasury bills for 
25 per cent and small savings for 17 per cent. Of the rupee 
loans a part was undated, a part was repayable after 10 or 
more years, more than one-third was repayable between 5 
and 10 years and about one-third was repayable within 5 years. 
Small savings include Post Office Cash Certificates, National 
Savings Certificates, 3-year and 5-ycar Prize Bonds with or 
without interest, etc. 

The rapid increase in India’s internal public debt as a result of 
the Five Year Plans will be evident from the figures given below : 

At the end of March Total debt (in ctot&s of tuvbcs) 

1951 . 2,472 *' 

1956 . 3,067 

1961 . 5,462 

At the end of 1961-62, India’s internal debt is estimated to 
stand at about Rs. 5,700 crores. In recent years India’s 
external public debt'has also undergone a rapid increase. In 
1955-56 it stood at near about Rs. 140 crores, rose to Rs. 824 
croies at the end of 1960-61 and was about Rs. 1,100 crores at 
the end of 1961-62. At the close of 1961-62 the Government 
of Indi as foreign indebtedness was Rs. 170 crores to the World 
Bank , ks. 467 crores to the U. S. A and its Export-Import 
Bank, Rs. 150 crores to the U. K., Rs. 141 crores to West 
Germany and Rs. 73 crores to the Soviet Union. 



CHAPTER VI 

Labour Problems and Industries 

Q. 45, Describe the main stages in the growth of the trade 
union movement in India. What obstacles have stood in the way 
of its development ? (B. A. 1961) 

Give a brief history of the trade union movement+n India . 
What obstacles have stood in the way of the movement ? 

(B. A, 1955) 

" The obstacles to the trade union movement are largely internal.** 
Discuss the statement and examine the progress of the trade union- 
movement in India. (B. Com. 1957) 

The beginnings of the trade union movement in Indict 
took place towards the end of the First World War. As a result 
of inflation during the war, industrialists made huge profits but 
the wages of the workers did not increase though the oost of 
living had risen considerably. After the war the trade unioi* 
movement was started to fight for increase in wages. The- 
workers of the Buckingham and Carnatic Mills in Madras formed 
a union under the leadership of B. P. Wadia and others» and 
gained notable suooess after a now-famous strike. This served 
as an example to other workers and in most cases their united 
struggles through their unions achieved suooess. This is how 
the trade union movement oame to be established in India* The* 
All-India Trade Union Congress was formed in 1920. 

However, at that time as also for many ybars afterward* 
trade union activities were not legally reoognised. In a widely 

18 
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publicised case, the Madras High Court declared the Madras 
Workers* Union to be an unlawful association. After this the 
Indian Government passed the Trade Union Act in 1926. 

The Act provides for the registration of trade unions. Begis- 
tered trade unions are required under the Act to observe certain 
rules : (i) Half the members of the executive committee must 
be workers employed in the industry concerned ; (ii) the union 
'funds must be spent only on certain specified objects and cannot 

be utilized for political purposes; hut members may voluntarily 

contribute to a separate fund for political purposes ; (iii' a list 
of members and the union's audited accounts must he filed with 
the Government every year. 

The Act also conferred certain rights and privileges on regis¬ 
tered anions. Any act done to further the declared aims of the 
union or the spending of tho union funds for that purpose 
cannot be declared illegal. A union would be doomed to be a 
body corporate having the right to sue and he sued and to own 
and receive property. These rights are highly important. They 
have provided the trade union movement with a secure, legal 
basis. 

There is a natural tendency among tho unions to get 
themselves registered. However, in the beginning, the employers 
in many cases refused to recognise not only tho unregistered but 
even the registered unions. Our capitalists have been rather 
tardy in recognising the fact that, trade unions are in reality an 
integral part of a stable society. Collective bargaining by the 
trade unions and agreements between the unions and tho 
employers consitute the main solution of the problem of 
employer-employee relations. Unfortunately this is not yet fnlly 
realised by most employers and even by many labour leaders. 
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A subsequent amendment of the Trade Union Act in 1948 
made the recognition of a registered trade union by the 
employers compulsory, if it was declared to be a representative 
union by the Labour Court. Unfortunately, this clause could 
not be enforced for a variety of reasons. According to the code 
of Discipline in Indian industry that has been in force since 1959, 
a union is entitled to recognition if its membership covers at. 
least 15 por cent of the workers in an industrial establishment. 
It will be recognised as a representative union if its mfimbership 
covers at least 25 per cent of the workers. Where there are 
several unions, the union with the largest membership will be 
the recognised union. An agreement between the recognised 
union and the employer is considered a valid document ; it 
regulates the relations between the employer and all union and 
non-union workers. 

Tn 1950, a comprehensive Trade Union Bill was introduced 
in Parliament. But owing to strong opposition, it had to be 
withdrawn. In 1960, the Trade Union Amendment Act fixed 
the minimum monthly subscription of members at 25 nP. It 
gave the Registrar of Trade Unions wide powers to call for the 
books and accounts of trade unions and inspect them. 

There was a great upsurge of the trade union movement in 
India as an aftermath of the last World War. Between 1938-89 
and 1958-59, the number of registered unions rose from 567 to 
about 10,000. Tne memborship of those unions which submitted 
returns showed* an increase from 5 to 35 lakhs. In 1959, the 
total membership of the four trade union federations w*as % 18 lakh 
63 thousands. The educated and white-oollar workers Ifave 
also joined the trade union movement in increasing numbers. 
There are many factors responsible for the growth of the 
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movement viz, (i) the increase in the,number of workers* (ii) 
growth of trade union and political consciousness* (iii) Govern¬ 
ment support to collective bargaining, etc. 

Critical estimate of the trade union movement : The trade 
union movement in India has* indeed, shown rapid growth but 
it suffers from many shortcomings, most of which are internal. 
The migratory nature of Indian industrial labour obstructs the 
growth of strong trade unions based on a permanent labour 
force. Mttst unions have a fluctuating membership and there are 
no lasting bonds between the members and the union. The 
unions are frequently very small, 60% of them having a member¬ 
ship of less than 300. The majority of the members fail to pay 
membership dues. The membership list and accounts in most 
oases exist on paper only. The unions have no activities aimed 
at educating the members, offering recreational facilities to 
them and helping them at times of need. India does not have 

gigantic unions with enormous funds as in Great Britain and 
the U. S. A. 

What is most disturbing is that the union leaders are very 
often connected with some political party or other. The 
tendency towards formation of unions on the basis of political 
ideologies has resulted in the division of the trade union 
movement in India. After the last war three central trade 

e 

union organizations grew up as competitors to the All-India 
Trade Union Congress. These are the Indian National Trade 
Union Congress, Hind Mazdoor Sabba and United Trade Union 
Congress. It is not very healthy for the movement to have 
foqp different and competing unions in the same industry. 

It is often said that the main weakness of the trade union 
movement in India is its leadership by persons ffom outside the 
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industry* This is not entirely correct, So long as the workers 
are not well-educated and the employers do not give up their 
policy of victimising the workers for taking part in trade union 
activities, the unions cannot function properly without having 
leaders from outside. But it goes without saying that, as a rule, 
trade union leaders should themselves be workers. 

Another unhappy feature of the trade union movement in 
India is that the majority of workers are still outside the unions. 
In spite of all these defects, however, it is a fact that the trade 
union movement in India has attained great strength and 

maturity. 

Q. 46. Describe the present machinery for the settlement of 
industrial disputes in India . (B. Com. 1961) 

Explain the present position of the legal machinery for the 
settlement of industrial disputes in India . (B. A. 1962) 

A. Machinery for settlement of industrial disputes in India : 
The first Industrial Disputes Act in India was passed in 1929. 
The Aot provided for the establishment of a Court of Enquiry 
or a Conciliation Board for the settlement of particular disputes 
only. Further, the Aot provided that strikes in public utility 
concerns would be illegal unless 14 days* prior notice of the 
strike had been given. But the Aot did not provide for any 
permanent machinery for the settlement*of industrial disputes. 
The Act was amended in 1936 and provision for the appointment 
of permanent conciliation officers was made. 

Before the Second World War a new chapter was written in 
the settlement of industrial disputes by the Bombay Govern¬ 
ment’s legislation on this subject. It provided for the appoint* 
mant of a Conciliation Officer, Conciliation Board and Industrie 
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3ourt. Ifc was laid down that strikes or look-outs could not be 
resorted to before the dispute had been considered by theee 
Dodies. But it was not obligatory or compulsory for the parties 
jo the dispute to accept their decision. 

During the last war, the policy of compulsory conciliation 
and compulsory adjudication was adopted under the Defence of 
India Buies. Both parties to a dispute were compelled to accept 
the decision of the Conciliation Court. 

After the war, strikes became widespread and fresh legisla¬ 
tion was Undertaken by the Government to meet the situation. 
The Industrial Disputes Act of 1947, contained the following 
provisions for the settlement of industrial disputes : (*’) The 
establishment of works committees in factories employing more 
than 100 workers- These committees would have representa¬ 
tives of both workers and employers and would try to avoid 
disputes by discussing day-to-day problems, (ii) Appointment- 
by the Government of Conciliation Officers who would make 
on-the-spot efforts to resolve disputes and submit their rcpnrt. 
to the Government within two weeks ; in case of the Concilia¬ 
tion Officer's failure and if the dispute remains unresolved, then 
the Government may decide to send the dispute to a Conciliation 
Board or an Industrial Tribunal, (m) In case of public utility 
concerns the dispute must be referred to a Conciliation Board 
or to an Industrial Tribunal. The Board is required to submit 
its report to the Government within two months. The Indus¬ 
trial Tribunals are composed of one or more members of the 
status or qualifications of a Iligh Court or a District Judge. 
The decisions of the tribunals are compulsorily binding on both 
parties for a period not exceeding a year. Where, however* 
the Government themselves are a party in a dispute, they can 
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mend or set aside the verdict a tribunal after showing valid 
easons for doing so. No strike or lockout can take place in 
>nblic utility concerns without giving a prior six weeks* notice. 
iv) In all industrial concerns strikes and lockouts are prohibited: 
a) during the pendency of conciliation proceedings and seven 
lays after the conclusion of such proceedings : (6) during the 

pendency of proceedings before a tribunal and two months 
after the conclusion of such proceedings : (c) during any period 
in winch a settlement or award is in operation. Sympathetic, 
general, political and token strikes are not prohibited. ^Penalties 
have been provided for illegal strikes and lockouts. 

To remedy the uncertain and anarchio situation created by 
the divergent verdicts of industrial tribunals in the different 
states, an Appeliate Tribunal was set up in 1950. In the same 
year, the Government of India introduced in Parliament a 
comprehensive Labour Relations Bill. But it was a very 
controversial and complicated measure and ultimately fell 
through. In 195G-57 certain important changes were effected 
by amending the law regarding industrial disputes. According to 
the amended law, a three-tier system of courts for the settle¬ 
ment of industrial disputes has been set up viz., labour courts, 
industrial tribunals and national tribunals. The labour 
Appellate Tribunals which really made confusion worse confoun¬ 
ded have been aholisbod. Labour courts wfill decide about the 
legality or otherwise of strikes or lockouts, dismissal of any 
worker by the employers or any order issued by them. 
Questions regarding wages, hours of work, bonus, rationalisation 
and retrenchment eto. will be referred to industrial tribunals, 
National tribunals will deal with disputes of national itnpGr' 
tanoe or those which affect more than one state. 
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B. Code of Discipline in Indian industry : To preserve 
industrial peace, it is neassary to remove the root causes of 
industrial disputes ; all agreements, settlements and awards 
'Should be respected by both parties ; unilateral action, mutual 
trial of strength, strikes and lockouts should be avoided ; 
finally, it is desirable to take recourse to mediation, conciliation 
And voluntary arbitration instead of litigation and adjudica¬ 
tion. Guided by these realisations, the central organizations 
of employers and employees agreed to observe a Code of 
Discipline in Indian industry in the Indian Labour Conference 
field in July, 1957. The Code has been in force since the 
'middle of 1959. It is widely believed that the Code has 
•ushered in a new era in India in the sphere of the settlement 
•of Industrial disputes and the establishment of industrial peace. 

‘The number of man-days lost was 47 lakhs in the first half of 

s: 

1958 but came down to 19 lakhs in the second half of 1960. An 
"effective machinery has been set up at the centre and in the 
States for the enforcement of agreements and awards. The 
Government is contemplating the setting up of panels of 
arbitrators for different industries in the different States in 
order to pave the way to voluntary arbitration. 

Q. 47. How far do you think industrial peace can he promoted 
in India in the presentjimes by adopting profit-sharing schemes ? 

(B. A. 1960) 

Discuss the possibilities of adopting profit-sharing scheme in 
Indian industries . (B. A. 1962) 

Profit-sharing in India : A profit-sharing scheme was 
suggested in the Industrial Truce Kesolution of 1947. That 
labour and capital are co-partners in industry, has been 
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emphasised in India in numerous policy statements since 1948. 
The Profit-sharing Committee appointed in 1948 recommended 
that after giving capital a return of 6* per cent and keeping 10 
per cent of the profits in the Beserve Fund, the remainder of 
the profits should be shared between capital and labour on a 
fifty-fifty basis. Some kind of profit-sharing has long been 
practised at the T.I.S.CO. in Jamshedpur. But generally speak¬ 
ing, in India as elsewhere, neither capital nor labour has shown 
any enthusiasm over profit-sharing. As an instrument of 
industrial peace, profit-sharing has many theoretical ana 
practical limitations. 

To prescribe by law a fixed return to capital and the setting 
apart of a fixed percentage of the profits for the Beserve Eund, 
irrespective of the nature of the industry is unsound and illogical. 
It will oheck the re-investment of profits in business and dis¬ 
courage investment in new and venturesome industries. 
Industrial enterprise has thus little reason to welcome profit- 
sharing schemes. 

The working olass and its leaders have always looked upon 
profit-sharing proposals with considerable scepticism and distrust. 
Profits do not depend solely on the ability and the will to work 
of the labourers. In spite of devoted and hard work, the workers 
may discover that there have been no profits due to faulty 
management, defective machinery, business recession or some 
other cause beyond the oontrol of the workers. Secondly! the 
workers are promised a share of the profits only if they fulfil 
oertain conditions. This gives opportunities to an unscrupulous 
employer to create dissensions among the workers and dimiss 
those who take a leading part in trade union activities. Thirdly, 
what is offered to the workers as a so-oalled share in the profits 



186 


SELECTED QUESTIONS & ANSWERS ON 


is* in the vast majority of cases, nothing but the unpaid part of 
their fair wages. Hence, the workers consider it more sensible 
to fight for fair w T ages than to run after the mirage of profit- 
sharing. Fourthly, the workers have always struggled for the 
fixation of a standard rate of remuneration for every grade of 
labour in all industries. A profit-sharing scheme is bound to 
result in unequal pay for equal work in different industries and 


industrial units. This creates division among the workers and 
undermines the basis of the trade union movement. For all 
these reasons the workers look askance at profit-sharing schemes. 
Q. 48. IIoiu far do you think industrial peace can be promoted 


in India, in tne present times through compulsory arbitration ? 


(B. A. 19C0 ; 1902) 

Compulsory Arbitration : Compulsorj' arbitration or adjudi¬ 
cation, as a method of solving industrial disputes, was introduced 
i i India for the first time under clause 81/A of Defence of India 
Rules during the Second World War. After the war. compulsory 
arbitration was prescribed by the Industrial Disputes Act of 
1947. Since then industrial tribunals have been widely resorted 
to for the settlement of industrial disputes. It became almost 


a fashion to put not only serious wage disputes, but ail employer- 
employee disputes, even trivial ones, to adjudication. It cannot 
be denied that in the initial period compulsory arbitration met 
with outstanding success. The number of man-days lost through 
strikes and lockouts underwent a marked decline. But criticism 
of this method has steadily become more and more insistent. 

The employers are not, as a rule favourably disposed towards 
the tribunals. Most of them think that the relations between 
employers and employees are master and servant relations. 
Hence they claim that wage contracts are legally inviolable and 
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that the employer has the right to dismiss his employee at any¬ 
time he pleases. The judges of the tribunals take a different 
view of the matter. They interfere with the freedom of 
contract, give awards on the basis of reason and justice and 
sometimes order the reappointment of dismissed workers. 
Secondly, settlement of wage distputes raises many thorny- 
questions of business accounting with regard to the Depreciation 
Fund, Bescrve fund and the calculation of profits. There are 
no rigid precedents and rules to guide the judges on these* 
matters* Henc^ they give commonsenso judgments on these 
knotty questions. Naturally, therefore, tlie awards of industrial 
tribunals have no firm and unvarying bases. On an identical 
issue, different tribunals have given different awards. The 
attempt to remedy this state of affairs by setting up a Labour 
Appellate tribunal has failed. 

The employees too resent adjudication for a number of 
reasons. Compulsory arbitration curbs the right to strike and 
may, in fact altogether destroy it. Consciously or unconsciously, 
the judges often lean towards the side of the employers on 
account of their class sympathies. In a great many cases, the 
employers have ignored or violated the tribunals’ awards. The 
Government has boon found unable to force the omployors to^ 
respect the awards. The only real remedy in these cases is 
perhaps the nationalization of the concerns of the recalcitrant 
employers. But the Government is not pursuing the policy of 
nationalization. Where the Government is itself a par*y to a 
dispute, it can amend or set aside the tribunal's award. So the 
award is binding only on the Government employees-^and not 
on the Government. 

Experts on labour problems and preeminently Sri V.V. Girl 
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ixare raised many formidable objections to adjudication. It has 
made the barrier between employers and employees wider and 
more impassable. They have been encouraged to adopt an 
uncompromising attitude towards each other. On both sides, 
the litigious spirit has grown. Arbitration can produce good 
results and contribute to industrial peace only if it is voluntary. 
Above everything else, industrial peace requires voluntary 
agreements between employers and employees through collective 
bargaining. The method of collective bargaining draws the 
employers and the employees towards each other and persuades 
them to talk and arrive at a mutual understanding. Compulsory 
arbitration produces the opposite results. The intervention of 
the State in industrial disputes should be limited to mediation 
and conciliation. 

There are of course some elements of truth in all these 
objections to compulsory arbitration. But one cannot wholly 
accept them. Collective bargaining is an effective instrument 
of industrial peace only in organised industries and presupposes 
the existence of Etrong trade unions. It is noteworthy that 
compulsory arbitration has been increasingly resorted to even 
in a country like Britain where there is no dearth of powerful 
trade unions. In India, there is a lack of strong trade unions. 
In spite of its many ^defects, adjudication has made a notable 
contribution to industrial peace in India. The method of 
collective bargaining should of course be given the maximum 
encouragement. But in view of the fact that workers represent 
the comparatively weaker party, there still remain in India 
a Btrong^need and large possibilities of maintaining industrial 
peace through compulsory arbitration, specially in the relatively 
unorganised industries. 



INDIAN ECONOMICS 


189 


Q. 49. How far do you think industrial peace can he promoted 
in India in the present times by setting up works committees ? 

(B. A. 196G> 

Works Committees : The Industrial Truee Resolution 
referred to the necessity of setting up works committees in 
factories for bringing about understanding between employer* 
and workers and the settlement of incipient industrial disputes. 
The Industrial Disputes Act of 1947 contained a number of 
proyisions for works committees. About the middle of 1959, 
there were said to be 475 works committees in operation. A 
works committee is constituted of an equal number of representa¬ 
tives of workers and employers. Negotiation and unanimity 
are the two keynotes of a works committee. It does not settle 
a dispute by a majority vote. Indeed such a course of action 
would defeat the very objects of a works committee. A properly 
functioning works committee negotiates and negotiates until 
a dispute is unanimously settled, A works committee is the 
internal agency of peace between employers and employees. In 
the U. P. an external agency oannot take up an industrial 
dispute until the works committee has finished its labours and 
failed. Works committees can go a long way towards industrial 
peace in India, if they are given a proper trial. Unfortunately 
in • India, works committees have not been honestly tried. The 
majority of the employers look upon tfie works oommittees 
with distrust and contempt. They regard it as harmful to their 
prestige to sit around the same table with their employees on 
terms of equality. 

The Industrial Truce Resolution had alBO proposed the 

m 

setting up of joint production committees. In the Indian Labour 
Conference of 1957, a resolution* was adopted to set up joint 
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man&geihent councils in industrial concerns. A great deal of 
•good is expected to result from these management councils and 
it is the present policy of the Government to give the maximum 
encouragement to the setting up of these councils. Thoy may 
help to establish in India the type of industrial democracy seen 
in Yugoslavia. But, unfortunately, the Indian industrialists are, 
as a rule, strong believers in their own dictatorial management 
of industry. There is little possibility thue they will become 
believers # in industrial democracy ovornight. In view of the 
non-functioning of the works commit-lees, it is diflienlt to seo 
bright prospects for joint management councils in the near 
future. 

Q. BO. Would you ad ear ate minimum wages for industrial 
labour in India ? What steps have Keen taken by the Government 
of India to ensure payment of minimum mages to industrial 
markers ? (B. A. 1959). 

Minimum Wages in India : The International Labour 

Organization adopted a convention in 1923 recommending the 
•setting up of a machinery to fix minimum wages in those trades 
where wages were exceptionally low. As a member of the ILO, 
India was requested to ratify the Minimum Wages Convention 
hut the then Indian Government failed to do so. The Royal 
Oomtnission on Indian Labour recommended that the question 
of fixing minimum wages in occupations where wages were 
abnormally lowr, in comparison to the standard prevalent in 
major industries, should be investigated. 

Between 1937 and 1940, several Provincial Labour Enquiry 

CommitfrBas recommended the fixation of minimum wages even 
€ 

in major organized industries, but they were of the opinion that 
in fixing minimum wages in India, due regard should be paid to 
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the lowness of the general wage rate ‘prevailing in the 
country. 

The insistent demand for minimum wages led to the passing 
of the Minimum Wages Act in 1948. Its object is to fix wages 
for certain sections of workers, in industry and agriculture, who 
receive exceptionally low wages and require special protection. 
The Act is applicable to workers in industries and occupations 
listed in its schedule. The first part of the schedule names 18 
industries; woolen, carpet making, shawl weaving, # rice, flour 
and ‘dal’ mills, ‘bidi’ making, plantations, oil mills, lac manu¬ 
factory, mica cutting, tanneries and leather manufactory, 
road and house construction. 

The second part lists agricultural and farming occupations. 
According to Clause 27 of the Act, the State Governments have 
been empowered to make its provisions applicable to any industry 
or occupation, not included in the schedule, by giving three 
months’ notice. 

The minimum wage envisaged in the Act may ba fixed for an 
industry in two ways ; (i) by the appointment of a committee 
which would fix the minimum wage alter proper enquiry; and 
(ii) the Government may communicate to the industry their 
proposals about minimum wages, fixing at the same time a date 
after an intervening period of at least two months, when the 
proposals will be taken up for implementation. 

Originally, the time limit for fixing minimum wages was 
15th. March, 1950 for industries listed in Part I of the schedule 
and 15th. March* 1951 for agriculture. But for various reasons, 
the implemention of the Minimum Wages Aot was delayed.^ The 
time limit was extended from time to time by amending the Act. 
In 1961, the time limit was altogether abolished. 
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wages would increase the productivity of labour, though perhaps 
not immediately, and augment the industry's capacity to pay. 
It is true that a higher wage sometimes causes greater absen¬ 
teeism in India, especially among tribal w.orkers. But to keep 
the wage-rate deliberately low in order to enforce regular 
attendance does net befit a welfare state like India. The danger 
of unemployment resulting from fixing minimum wages at a fair 
level is ofton much exaggerated. Where an unduly large share 
of the industry's earnings goes to the share of profits, there is 
little danger of inflation resulting from a wage-raise. In any 
case, this danger should be curbed by firmer policies of price 
control. There is thus a case in India for fixing not only minimum 
wages in sweated occupations but also a national minimum wage. 
In the Indian Labour Conference, it was agreed that the latter 
should be Rs. 120. It is a moot point, however, whether the 
time for fixing a national minimum wage has arrived in an 
under-developed but developing country like India. On this 
point, no agreement is at present in sight. 

Q. 51. Discuss the rationale of fostering the small-scale and 
cottage industries in India under present conditions . Indicate 
briefly the measures recently adopted by the Government of India 
to assist the develojment of these industries . . (B. A. 1962) 

On what lines and by what methods would you like 'to develop 
our cottage and small-scale industries so that they may play a 
useful part in India's economic development ? 

(B. A. 1959. '57 ; B. Com. 1956) 
The Place of Cottage and Small-scale Industries in India's 
econonvj and the Second Five Year Plan : The Second Five 
Year Plan placed great importance on cottage and small-scale 
industries for the following reasons : 
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1. Mr P. Mahalanobis drew up the Draft Plan-frame of the 
Second Five Year Plan as an employment plan. He gave great 
importance to cottage and small-scale industries as a means of 
solving or nearly solving the unemployment problem of the 
country. The basic viewpoint of the Karve Committee was also 
the same. The Committee was of the opinion that large-scale 
production of consumer goods was leading to technological un¬ 
employment and nnder-employment in the field of India's age- 
old cottage industries. This has to be checked and employment 
increased by means of the labour-intensive cottage industries. 

2. The Second Plan lkid stress on the economic development 
of the country. Capital formation is slow in our country* 
Under the circumstances it is not possible to find the capital 
needed for the simultaneous development of heavy industries 
as well as large-scale consumer goods industries. Hence the 
proper course for India is to ensure increased supplies oi 
consumer goods through the development of oottage and small* 
scale industries which require little capital and much labour« 
The country has plenty of labour but lacks enough capital. 

3. Increased investment in heavy industries will lead tc 
the growth of spendable income in the hands of the people 
Consequently* the demand for consumers* goods will rise. Bui 
the heavy industries will not help in incrpasing : the produotior 
of consumers’ goods immediately. The inflationary pressure 
thus created will be counteracted by*theanoreased production o 
consumers' goods by the oottage industries. 

4. The development of oottage industries would help t< 
reduce inequalities in the distribution of wealth and income u 
the country. What would otherwisejhave gone to the riche 
classes as profits would, as a result of the development of oottag 
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industries, go to the poorer classes in the form of wages or 
earnings from self-owned businesses. This is a social gain. 

6. The development of cottage industries would bring about 
decentralisation of industries and thus bridge the gulf between 
rural and urban life, 

The importance of small-scale industries in India's economy 
can be judged from ibB contribution to the national*wealth. In 
1950-51, the annual total production of factories and mines was 
worth Bs5620 ororeB while that of small-scale industries was 
Bs. 910 orores. In the same year factories and mines employed 
33 lakh persons while the number of persons employed in small- 
scale industries was 115 lakhs. 

Steps taken for the development of cottage and small-scale 
industries : Various measures have been taken in the First and 
Second Five Year Flans to properly organise cottage and Bmall- 
scale industries, to meet their financial needs and to afFord them 
protection against the competition of the large-scale industries. 

* 1. To solve the peculiar problems of the cottage industries, 

various organizations have been set up by the Government, such 
as : The All-India Handloom Board, The All-India Khadi and 
Village Industries Board, etc. 

2. As recommended by the International Planning Team 
sponsored by the Ford Foundation, four Begional Small Indus¬ 
tries Service Institutes have been established. The function of 
these institutes is to give advice and help to small-scale indus¬ 
tries in respect of the technique of production. 

8. Pursuant to the recommendations of the Ford Founda- 
tion*Team, the Government have established a Marketing Service 
Organisation and a National Small Industries Corporation. The 
main functions of the Small Industries Corporation are : (i) to 
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co-ordinate the production of small-scale industries -for the 
purpose of fulfilling Government orders ; (ii) to integrate small- 
scale industries with large-scale industries ; and (iii) to provide 
small-scale industries with machinery on hire-purchase terms. 

4. The policy of forming industrial 60 -operatives has been 
adopted to re-organise and finance village industries. Efforts in 
this direction have been particularly successful in the oase of the 
handloom cloth industry. 

0 . A Bs 10 -orore scheme for the establishment <jjE industrial 
estates was embodied in the Second Plan. 

6 . State Finance Corporations have been formed in several 
states to finance small-scale industries. The Reserve Bank and 
the State Bank of India are more and more coming to play a 
leading role in the financing of small industries. 

7. The basic policy of the Government of India is to have a 
common production programme for both small and large-scale 
industries. To give practical shape to this policy, spheres of 
production are being reserved for small-scale industries, maximum 
production limits arc being fixed for large-scale industries, and 
cess and excise duty are being levied on the products of large- 
scale industries. 

8 . Many shops, depots and permanent exhibitions have been 
opened for pushing the sale of cottage industry products* There 
is a steady increase in the Governmental purchase of the products 
of these industries. 

9. Efforts are being made to increase employment and step 
up the production of khadi cloth by popularising amhar charkhas . 

Against Bs. 30 crores allocated for small-scale and* qpttage 
industries in the First Plan, a Bum of Bs. 200 crores was 
provided in t£e Second Plan, The third Plan’s allocation for 
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the' same object is Bs. 250 orores.* An additional Bum of Bs. 
275 crores is likely to Be invested by the private sector for the 
development of small industries. The production of handloom 
cloth which was 740 million yards in 1950-51 rose to 2,120 
millions yards in 1960-61 and will be raised to 2,800 million 
yards at the end of the Third Plan. The total production target 
of handloom, power-loom and khadi cloth in the decentralised 
sector is placed at Bs. 3,500 million yards. 

Q. 52. # What are the main problems which the Indian jute 
mill industry has faced ever since the end of World War II ? 
What measures would you suggest for improving the present position 
of the industry ? (B. A. 1960, 1962 ; B. Com. 1962) 

The Jute Mill Industry : The jute mill industry is one of the 
leading industries in India. It is India's best organised industry. 
According to the census of Indian Manufactures, there were 
106 jute mills in India in 1958. A capital of Bs. 90 crores is 
invested in the industry and it employs 2| lakh workers. Jute 
manufactures constitute one of the three principal articles 
of Indian exports and earn about Bs. 100 orores worth of 
foreign exchange annually. The jute mill industry is thus of 
great national importance. The problems faced by the industry 
since the end of World War II are discussed under the following 
heads : 

A. Supply of raw jute : How to secure a sufficient supply ot 

raw jute has been one of the main problems faoed by the jute 

mill industry in India. The partition gave Pakistan 75% of the 

jute-growing areas of undivided India. The import of raw jute 

from Pakistan became more and more difficult and uncertain, 
.» 

especially after 1949. Owing to the shortage of jute the total 
annual production of jute goods fell considerably below the level 
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reached before the partition. A massive effort began ixf India 
to solve the problem of raw jnte shortage. During the First 
Flan period the annual production of raw jute rose from 80 
lakh bales to 42 lakh bales. In the Second Flan, the target of 
jute production was at first fixed at 50 lakh bales. Subsequently, 
the Second Flan target was raised to 55 lakh bales in order to 
make India self-sufficient in respect of raw jute. Actually, 
however, there were sharp fluctuations in the production of 
jute from year to year during the Second Flan period. In 
195S-E9, it was 52 lakh baleB, excluding the production of 15 
lakh bales of mesta. But in 1959-60 raw jute production fell to 
46 lakh bales and in 1960-61, the last year of the Second Plan, 
it fell still further to 40 lakh bales. 

In the Third Plan, the target for jnte production has been 
fixed at 62 lakh bales. But the interesting thing is that even 
the first year of the Third Plan, jute production is said to have 
exceeded this figure. In the present year, we hear of the- 
overproduction of jute. The annual demand of the Indian jute 
mills for rsw jute is believed to be about 72 lakb bales. 
Adding the production of mesta to that of jnte, it can be said 
that India has already succeeded in meeting the annual demand 
for jnte and becoming self-sufficient in regard to it. India's 
trade relations with Pakistan have also Jmproved and India is 
getting the needed quantities of best quality jute from the latter 
country. The problem of raw jute supply has, therefore, been 
practically solved. What is needed at the moment is the 
stabilisation of the annual jute production, improvement of its 
quality and the raising of more jute per acre of land. 

B. Price of raw jute : The price of .raw jute in India Is 
extremely flpotuating. Whenever a sharp increase in the 
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production of jute takes place, its price slumps and the jute 
growers are ruined. Then they are induced to grow rice on 
jute lands. If this tekes plaoe on a large scale, there is a sharp 
fall in the production of jute, itB price soars high and the jute 
mills are faced with ruin. The stimulus of high price causes 
transfer of land from rice to jute. The production of jute rises 
and its price falls again. This has been the course of affairs. 

For instance, in 1958-59, there was a record production of jute 

and its price fell as low as Bs. 18 per maund. During the next 
two years, a shrinkage in the production of jute took plaoe and 
in the early part of 1961, the price of jute exceeded Bs. 60 per 
maund. In the present year, overproduction of jute has led to a 
disastrous fall in its price. How the jute-growers can secure a 
fair price from the powerful and highly organised jute millowners 
has been an age-old problem in India. In 3954, the Jute 
Enquiry Commission recommended the setting up of a Jute 
Board and the appointment of a Jute Commissioner who would 
announce a fair price for jute in consultation with the Board. 
But this recommendation was not accepted by the Government 
who felt, perhaps rightly, that a mere declaration of a fair price 
for jute would do little good. Since the latter part of 1S61, the 
XJMA has set up a jute buffer stocks agency to fix the minimum 
price of jute at Bs. 30 per mauud. This is also the declared policy 
of the Government. There are critics who think that the 
minimum price of jute should have been fixed at Bs. 40 per 
maund. On the other hand, many jute millowners complain that 
a minimum price of Bs. 30 per maund would place the Indian 
jute ipiUti under a handicap in the competition with the Pakistani 
jute mills because the average price of jute in Pakistan is only 
Bs. 25 per maund. Anyway* daring the eruoial months of the 



INDIAN ECONOMICS 


20: 


present year, the prevailing price of raw jute, both in India and 
in Pakistani has been much beiow R 3 .20 per maund. This 
proves that the problem of ensuring a fair price for jute to the 
jute-growers is far from being solved yet. 

C. Problem of substitutes for jute : The jute mill industry is 
mainly an export industry. About 80 per cent of the jute fabrics 
produced is exported overseas. But in the world market the 
jnt0 products haTO to face the formidable competition of a variety 
of substitutes. Such excellent fibres as Sisal and Kenaf are 
growing in importance as substitutes of jute. In many countries* 
bags made of paper and cloth are supplanting jute bags. The 
practice of the bulk handling of grains is being extensively 
adopted in a number of countries. To protect our jute manu¬ 
factures from the competition of these subsitute products and 
processes, we have to keep the prices of jute products sufficiently 
low in the world market. But this is proving a difficult job. 

D. Jute Export Duty : For a long time a high jute export 
duty prevailed in India. So long as India enjoyed a monopoly in 
jute products, the incidence of the jute export duty fell on the 
foreign buyers. But India has now lost the monopoly. Hence* 
in recent years, the jute export duty has seriously hampered 
the expansion of India's jute exports. To remove this obstacle, 
the jute export duty has been reduced by stages to one-sixth 
of its former level. 

E. Modernisation and Rationalisation : The reduction of 
the ooBt of production in the Indian jute mills is imperatively 
needed if Indian jute manufactures are to stand the competition 
of foreign-made jute goods, especially the cheaper Pakistani jute 
products. To achieve this end, the modernisation of the Indian 
jute mills and rationalisation of their production are essential. 
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The campaign for modernisation and rationalisation has assumed 
huge dimensions and met with striking success in the Indian 
jute mill industry. Many small and uneconomic units have 
been abolished and amalgamated with the bigger units. Licences 
are being freely given for the import of jute mill machinery and 
a beginning has been made in its manufacture in India. The 
modernisation of most of the jute mills has been completed. 
The jute mills have received a loan of Rs. 7 crores from the 
N. I. D. C. for this purpose. 

F. Uncertainty and quick fluctuations in fortunes : The 
jute mill industry in India has always been characterised by 
uncertainty of situation and quick fluctuations in fortunes. 
This has become rather more marked in the post-war period. 
There are many reasons for this unhappy state of affairs, e.g 
fluctuations in the demand for jute products in the world 
market, the competition of foreign jute goods, especially, the 
Government-subsidised. Pakistani jute goods exports, fluctuations 
in the production and price of raw jute, changes in the stocks 
situation of the jute mills, etc. Over the last 14 yeir3, barring 
a few limited periods, 12i per cent of the looms in jute mills 
hare remained sealed. From the last year, weekly hours of 
work have been reduced from 48 to 45, in the case of the larger 
mills to 42?. The year 1959 was good. Conditions became 
bad in 1960 and for a. time 19 per cent of the looms were 
sealed. The crisis reached its climax in the earlier part of 1961 
and there was a block closure of all jute mills for two months. 
But the tide has turned again in favour of the industry. The 
present year is proving to be an exceptionally good year for 
the jute^nill industry. 

Q. 53. Comment briefly on the present position and problems 
of the Indian Cotton mill industry. 
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What problems has the Indian Cotton mill industry faced since- 
the end of World War II ? What measures would you suggest to 
improve the present position of the industry ? (B. A. 3961) 

Indian Cotton Mill Industry : The cotton mill industry is 
the largest industry in India. India’s first cotton mill was- 
established in Calcutta in 1818. But the foundation of tbs 
cotton mill industry in India was really laid in Bombay m 1654* 
The grant of protection in 1927 and 1930 led to a rapid develop— 
ment of the industry. Protection was abolished after Workfc 
War II. 

The number rf cotton mills in India is at present 478. 04' 
these 192 are spinning mills and 286 are composite mills. A- 
capital of about Bs. 122 orores is invested in the industry. 
About 9 lakh workers are employed daily in it. 

Production Of cloth in undivided India reached the peak- 
figure of 485 crore yards in 1944. After the partition, cloth- 
production in the Indian Union began to fall and amounted to 
only 376 crore yards in 1950. During the First Plan period, 
the industry made rapid progress and the production of mill- 
made cloth reached the figure 531 crore yards in 1956. During; 
the Second Plan period, the condition of the industry 
deteriorated. In 1959, the production of mill-made doth* 
amounted to 492 crore yards only. There has been an improve¬ 
ment in its situation since then. In 19&1, the production ot 
mill-made cloth was about 513 orore yards. 

Some of the main problems of the cotton mill industry are 
discussed under the following heads. 

A. Supply of raw cotton : After the partition India* 
experienced a serious shortage of raw cotton. In 1950-51, the 
demand for eotton in the Indian cotton mills was 40 lakh bake 
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bat the production of raw cotton was 29 lakh bales only. Daring 
tan year3 of planning, the prodacbion of raw cotton increased 
from 29 lakh bales to 51 lakh bales. The increase in the 
indigenons production of raw cotton and an increase in cotton 
imports have considerably eased the problem of the supply of 
raw cotton to the Indian cotton mill industry and have enabled 
India to increase the production of cloth rapidly. But the 
problem of raw cotton supply has not yet been fully solved. 

Cotton piyduction in India is not increasing proportionately to 
f>he increase in the demand for cotton cloth. In 1959-60, there 
was a serious fall in the production of cotton, and cloth pro¬ 
duction was hampered by the shortage of raw cotton. The 
import of cotton which was Bs. 112 crores in value in 1952 fell 
gradually to Bs. 30 crores in 1958 but rose again and reached 
Bs. 81 crores in 1960-61. India needs to inoreaBe the production 
of cotton substantially if she is to solve the raw cotton problem. 
The target of cotton production in the Third Plan has been fixed 
at 80 lakh bales. 

B. Government policy regarding mill-made cloth and yarn : 
It was decided in the Second Plan to increase the production of 
eloth in the country by 170 crore yards to 850 crore yards. Out 
of the extra 170 crore yards, 100 crore yards was allotted to the 
fiandloom industry and 20 crore yards to smaller power looms. 
As a result, the possibilities of increased production of cloth by 
large cotton millB during the Second Plan disappeared. The 
production of yarn by mills was also restrained. It was decided 
that handlooms would produce 30 crore yards of cloth from 
Itand-simn yarn coming from ambar charkhas. Consequently, 
6he use of mill-spun yarn was also restricted. 

Further, the Government imposed heavy excise duties on 
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mill-made cloth, placed ceilings on the production of mill-«uBiuv 
cloth and provided for aid to the handloom industry by levying 
a cess on mill-made cotton texiles. As a result of this policy, 
cotton mill industry fell into a grave crisis from 1957 which led 
to the closure of a number of spinning and weaving mills. To 
mitigate this crisis, the Government took a number of measures. 
In December 1957, the excise duty on medium cloth was 
reduced. In March 1958, there was a further reduction of tho 
excise duties on all kinds of cloth. In July 1958* acting in. 

r 

accordance with the recommendations of the Joshi Committee, 
the Government once again reduced the exoise duty on mill- 
made cloth. In spite of these alleviating measures, the whole 
of the Second Plan period was, by and large, a period of crisis* 
for the cotton mill industry. The production of mill-made cloth 
in the last year of the Second Plan was 28 orore yards less than 
what it had been in the last year of the First Plan. 

The Third Plan aims at raising the per capita consumption 
of cloth in India to 17*2 yards. The target of cloth production 
has been fixed at 9,30 crore yards of which 5,80 orore yds. has 
been allotted to the cotton mills and the rest to the decen-- 
tralised sector. The share of the handloom industry is 85 orore- 
yards. In the budget of 1962-63, Sri Morarji Desai has again 
raised the excise duty on fine mill-made cloth. It can never¬ 
theless be said that the Third Plan has provided for the 
expansion of India’s cotton mill industry. The prospects before 
the Indian cotton mill industry are at present hopeful. 

C. Modernisation and Rationalisation : Of the spinning 
and weaving mills in India, about 125 are uneconomic units. 
Thirty of them are going to he closed down. The rest will 
somehow eke out a precarious existence. The cost of production 
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*nd the price of Indian cotton textiles are excessive. This 
tampers their exports and restricts their internal market. The 
main reason for the high cost of prodnetipn is that the equip¬ 
ment of most of the cotton mills is very old and worn-out. In 
1958, the Joshi Committee commented that the machinery 
msed in the Indian cotton mills had mostly been installed more 
than forty years ago and had become completely useless. So 
the prime need of the Indian cotton mill industry is the 
scrapping^)f the old machinery and its replacement by new 
machines and equipment. The Kannngo Committee had 
recommended the discarding of 50 per cent of looms of Indian 
Cotton mills and the Betting np of automatic looms in their 
(place. The movement for modernisation, replacements and 
rationalisation in the cotton mill industry is steadily making 
headway but at a rather slow pace. The own resources of the 
mills are rather limited. The NIDC has sanctioned a loan of 
Bs. 11 erores for the modernisation of cotton mills but this sum 
is inadequate. Moreover, rationalisation must involve retrench¬ 
ment of workers but the Government would not allow it unless 
•alternative employment were provided for the dismissed 
workers. 

D. Export of cloth ; It was decided in the Second Plan to 
etep up India's cloth exports to 100 crore yards per annum. 
’The Third Plan’s target of annual cloth exports is 85 crore 
yards. In respect of cloth exports* the Indian cotton mill 
industry faces a very difficult situation. In recent years India's 
cotton textile exports have tended to deoline. They amounted 
to 81 'Tore yards in 1959, 69 crore yards in 1960 and 65 crore 
yaede in 1961. The projected entry of Britain into the Europen 
Common Market will deal a hard blow to India’s cloth exports 
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To augment India’s cotton textile exports, a reduction in the 
cost of production and the price of Indian cloth is imperatively 
needed. It is the polioy of the Government of India to reserve 
the cloth produced by the antomatic looms for exports only. 
Permission is being given to the exporting mills to import new 
machinery and equipment from abroad. Vigorous negotiations 
are being conducted with Britain and with the six countries of 

the EEC, so that Britain's entry into the Common Market may 
not give a sudden and crippling blow to India's substantial 
cotton textile exports to Britain. 

Q. B4. Discuss the present position and problems of the Iron 
and Steel industry in India. (B. Com. 1962) 

India's Iron and Steel Industry : According to the Census 
of Indian Manufactures of 1958, the number of establishments 
of all sizes in the iron and steel industry of India is 167. A 
capital of Bs. 183 crores is invested in them and they employ 
93 thousand people of whom 76 thousand are workers. The 
first unsuccessful attempt to manufacture iron and steel 
according to modern methods took place in South Arcot in 1830. 
The year 1874 saw the founding of the Barakar Iron Works. 
This was followed by the establishment of the Bengal Iron and 
Steel Company in 1889. In 1907, Jamshedji Tata founded the 
Tata Iron and Steel Works at Sakohi in Bihar. This was the 

e 

real beginning of India’s iron and steel industry. In 1908, the 
Indian Iron and Steel Works was established at Hirapur near 
Asansol. The Mysore State Iron Works, now known as the 
Mysore Iron and Steel Works, was established at Bhadravatl 
in 1923. ^ 

In 1924 protection was given to the Indian iron and steel 
industry. This gave a fillip to the industry which made a 
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steady and continuous progress from that year. In 1939, India 
produced 18*2 lakh tons of pig iron and 8*5 lakh tons of finished 
steel. The Second World War stimnlated the further develop¬ 
ment of the industry. After the war, protection was withdrawn 
from the industry. In 1950, on the eve of the First Five Year 
Plan, the industry produced 15*6 lakh tons of iron and 10 lakh 
tons of finished steel, 

During the First Plan period the industry made soma 
progress. c But it was the Second Plan that really brought about 
a new iron and steel age in India. The Second Plan decided to 
establish three steel plants in the public sector at Bourkela, 
Bhillai and Durgapur. The production capacity of each was 
to be 10 lakh tons of steel ingots or 8 lakh tons of finished steel. 
It was further decided to expand the Tata Iron and Steel Works 
and the Indian Iron and Steel Works in order to raise their 
capacity to produce steel ingots to 20 lakh tons and 10 lakh 
tons respectively. All these tasks have now been completed. 
It has been decided in the Third Plan to double the production 
capacity of the three existing steel plants in the public sector 
and to establish a new Bteel plant in the publio sector at Bokaro 
with the capacity to produce 10 lakh tons of steel ingots. At 
the end of the Third Plan, the steel ingot capacity of the 
Bhillai, Bourkela and Durgapur steel plants will be 25 lakh 

s 

tons, 18 lakh tons and 16 lakh tons respectively. For managing 
the steel plants in the public sector, a limited oompany named 
Hindusthan Steel has been formed with a capital of Be. 600 
orores. 

ThqJ3econd Plan’s target of 43 lakh tons of finished steel 
was not fulfilled. In 1960-61, the production of finished steel 
was only 22 lakh tons. The Third Plan’s targets are 92 lakb 
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of steel ingots and 68 lakhs of finished steel. In India, the* 
current demand for iron and steel exceeds their home produc¬ 
tion. In I960, India imported 11*5 lakh tons of iron and steel 
of the value of Rs. 118 orores. But in view of the industry's- 
rapid strides, it appears likely that India will be able to become- 
self-sufficient in the near future by producing 1*5 crore tons of 
steel ingots annually. 

Some of the main problems facing the industry are discussed 
under the following heads : 

A. Retension price . df steel : In India imported steel 
sells at a very high price. Government has instituted a system 
of controlling the price of steel in order to equalise the price* 
of imported steel and steel produced in India. The cost of 
production of steel in India is very much less than its selling; 
price. In order that the steel companies may not make- 
inordinate profits, the Government fixes a retention price for 
steel (as also for iron). The iron and steel companies only gefc 
the advantage of the retention price. The difference between 
the selling price and the retention prioe goes into a steel equa¬ 
lisation fund. Acting in accordance with the recommendation* 
of the Tariff Commission* the retention price of steel was at- 
first fixed in 1956 at Re. 893 per ton. Sjnoe then, guided by 
considerations such as increase in railway freights, increase in 
the prices of coal and other fuel, the retention price has been 
raised from time to time. On the Slst. March, I960, it was 
fixed at Rs. 474*59 nP. This was to be effective ‘for the prece¬ 
ding five years. The Tariff Commission was reoently astad to- 
report on what should be the retention price for the two year* 
extending froqi 1st. April, 1960 to 81st. March, 1962- 
15 



910 SELECTED QUESTIONS & ANSWERS ON 

Meanwhile* the retention prioe of steel had been provisionally 
raised to Rs. 512 per ton. The Tariff Commission recommended 
an increase of Rs. 38 in the retention price of steel in order to 
make it Rs. 550 per ton. The Government has not accepted 
this recommendation and has fixed the retention price at 
Rs. 522*50 nP. 

This price is to be effective for steel plants in both the 

private and the public sectors. The two giants in the private 
o 

sector, the TISCO and IISCO, are greatly perturbed over this 
Governments decision. They have questioned the basis on which 
the Steel Minister has calculated the retention price. In their 
opinion, the retention price fixed is not enough to provide the 
steel companies with sufficient funds for their planned 
expansion after meeting the cost of production and paying fair 
dividends. The Government has, however, hinted that in view 
of the further rise in railway freights and coal prices in the 
current year, the retention price for the period following 
the 31st March, 1962, will bo fixed at a higher level. The 
Government has promised to consider about the special 
allowance of Rs. 8 per ton recommended by the Tariff 
Commission. 

B. Problem of coking coal : India has not enough reserves 

« 

of coking coal needed for the metallurgical industries. The 
demand for it has continuously grown and will go on growing. 
Yet, a good deal of coking coal is still being wasted. 
Conservation of coking coal is needed for preventing this 
wasfcri 

C. Labowr relations : In both the publio and the private 
sectors, employer-employee relations in the iron and steel 
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industry are far from satisfactory. Sometime ago, in Jamshed¬ 
pur. production of steel was seriously hampered by explosive 
labour discontent. The bitterness of labour relations created 
a real crisis in Bourkela where production has lagged far 
behind the planned targets. 

Q. 55. Examine carefully the current problems of the coal 
mining industry in India. What measures would you suggest 
for improving the present position of the industry ? (p. A. 1962) 

India's Goal Mining Industry : India's coal mining indus¬ 
try started in Iianiga^j in 1819, Iiord DalbOUSie’S policy Of 
railway construction in India led to a rapid expansion of 
coal mining. A large number of joint stock companies, mostly 
with European capital and under European management, 
entered into thiB field. Erom £8 onward, the annual produc¬ 
tion of coal began to rise rapidly. In 1858 it was 6 lakh 
tons, in 1940 2 crore 50 lakh tons and in 1950-51 3 orore 23 
lakh tons. After ten years of planning it stood at 5 orore 
46 lakh tons. At the present moment, the coal mining indus¬ 
try is divided into two sectors, public and private. A 
company named as the National Coal Development Corporation 
Ltd. has been established to manage the collieries in the public 
sector. The second plan decided to raise the production of 
coal to 6 crore tons, of which one and a half crore tons 
would be produced in the public sector. Actually, ooal 
production in 1960-61 foil short of the planned target by 60 
lakh tons. The Third Plan's target of coal production is 9 
crore 70 lakh tons. Some of the main problems of-tbe coal 
mining industry are discussed under the following heads : 

A. Conservation of coking coal ; India has limited reserves 
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of coking coal needed for the metallurgical industries. Its 
conservation and judicious use are essential in the interests 
of the nation. In 1952, a Coal Mines (Conservation and 
Safety) Act was passed. A ceiling was imposed on the 
production of coking coal according to the essential demand 
for it. During the Second Plan period, the ceiling was raised 
from time to time in view of the vast programme of the 
expansion of steel production adopted by the Plan. In the 
interests of c conservation, several coal washeries have been 
established, blending of coking and non-coking coal is being 
resorted to in the steel plants and efforts are being made to stop 
the unnecessary use of coking coal in the railway locomotives. 
In spite of these measures, however, the surplus production of 
coking coal in excess of essential requirements was 50 lakh 
tons in 1957 and 15 lakh tons in 1960. The requirements 
of coking coal were overestimated in the Second Plan. A 
lot of coking coal is still unnecessarily burnt in railway engines. 
But in view of the rapid increase in the demand for coking 
coal in the steel plants it appears that the problem of the 
surplus production of coking coal and the necessity to fix a 
ceiling on it will soon disappear. 

B. Price of coal : In the initial Btages of the Second Plan 
period, one of the main complaints of the coal mining industry 
was that the coal price fixed by the Government was too low 
for meeting the cost of production and building up sufficient 
reserve funds. This acted as a drag on the production of coal. 
In 1957, a Coal Prices Bevision Committee was appointed. 
The C&mmittee's recommendations were as follows: (1) 
the prices of the first four qualities of coal should be raised 
by 50 nP. per ton • so that the coal mines majse a profit of 
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Eg. 175 nP. per ton-; (2) the coal Board should pay a subsidy 
covering the entire costs of stowing in the collieries ; (3) a 
speoial subsidy should be paid by the Government to those 
coal mines which are working under particularly adverse condi¬ 
tions. These reommendations were accepted by the Govern¬ 
ment. Prom 1959, the excise duty on coal has been raised by 
25 nP. per ton in order to defray the expenses involved in 
subsidising the costs of stowing in the coal mines. The price 
of coal was raised by 61 nP. per ton in April. m 1960 and a 
further rise of 6 nP. per ton was sanctioned in September of 
that year in view of 'the increase in the miners’ wag$s. In 
December 1961, the prices of all varieties of coal were once 
again raised by 25 nP. per ton. 

0. Mechanisation and Rationalisation : The extent to which 
machinery is used in the Indian coal mines is still some¬ 
what primitive. A famous French film director is said to 
have observed after visiting an Indian coal mine that he 
did nob wish for a repetition of thiB experience. In 1951, the 
working party for the coal mining industry recommended in its 
report a programme of mechanisation and rationalisation for 
the bigger collieries. A radical mechanisation of Indian 
collieries is indeed needed for making them up-to-date, of 
course, this has to be done gradually. The production of 
coal mining machinery in India is needed for the purpose. The 
Government has adopted the policy of the amalgamation of 
small collieries in accordance with the recommendation of the 
Committee which was asked to report on the matter But no 
law has yet been passed for the compulsory amalgamation 
of the smaller oollieries: But the work of voluntary amalga- 
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mation is proceeding. By the end of March, 1981, it was 
accomplished in 17 oases. 

D. Problem of wagon supply : Recently, huge quantities of 
coal have remained heaped up at the heads of collieries owing 
to the shortage of the wagon supply. This has seriously 
interfered with the production of coal. The railway authorities 
have confidently asserted that they are in a position to supply 
an adequate number of wagons for the transport of coal. 
According to the official view, the belief that the short supply of 
wagons is acting as a bottleneck in the coal mining industry is 
unfounded. But anxiety on this account still persists. 



CHAPTER VII 

Currency, Banking & Prices 

Q. 56. Examine the present system for the issue and regula - 
tion of paper currency in India . (B. Com . 1957 ) 

Prior to India's membership of the International Monetary 
Fund, the law required the Reserve Bank to maintain in gold 
and sterling securitics t a reserve of at least 40% against its 
note-issue ; it was further stipulated by law that the amount 
of gold in the paper currency reserve most not fall below Rs. 40 
crores. The official price of gold was in those days Rs. 21. 3as. 
lOp. per tola. Against the uncovered note-issue the Reserve 
Bank held assets in the form of Government of India securities 
and rupee coins. 

In 1947, India became a member of the I.M.F. The I.M.F. 
rules require India to maintain the parity of the rupee not only 
with sterling but also with various other foreign currencies. 
Accordingly, the Reserve Bank Act was suitably amended and 
the Bank was called upon to maintain a reserve of at least 40% 
in gold and foreign securities against its note-issue. 

During the First Plan period, deficit finance was resorted to 
in small doses and the requirements of foreign exchange were 
fixed at a low figure. Hence there was lit*ble difficulty in main¬ 
taining the proportional reserve system for the regulation ol 
note-issue. 

But oiroumstances during the Second Plan period were quite 
different. The Second Plan relied upon a substantial measure 
of deficit finance which was bound to cause a steep rise 1ft note* 
issue. The amount of notes in circulation increased from 
Rs. 1,204 crores at the end of 1950-51 to Rs. 1658 crores at 
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the end of 1958-59 and to Rs. 1,823 crores at the end of 1960. 
It is qnite obvious that the continued maintenance of the 
proportional reserve system would have required an increase in 
the Reserve Bank’s foreign assets proportionate to the increase 
in note-issue. But the huge deficit in India’s balance of 
payments during the Second Flan period necessitated the 
nse of a large part of the Reserve Bank’s foreign assets in 
meeting India’s foreign deficit. The foreign assets of the 
Reserve Bank of India fell from Rs. 746 crores at the end of 
1955-56 Rs. 197 crores in March, 1960. It is thus easy to see 
that the financial requirements of the Second Plan called for a 
scrapping of the old proportional reserve system. 

Accordingly in 1956 the Reserve Bank Act was amended. 
The proportional reserve system was scrapped. Its place was 
taken by the minimum reserve system which is the present 
cystem for the regulation of note-issue in India. It was enacted 
in 1956 that the Reserve Bank would be required to maintain 
Against its note-issue a minimum reserve of Rs. 115 crores in 
gold and Rs. 400 crores in foreign securities. The official price 
of gold was raised from Rs. 21. 3 as. lOp. per tola to Rs. 62. 8as. 
per tola. The value of gold in paper currency reserve was thus 
stepped up to the required level without an increase in its 
quantity. Provision was made for reducing the amout ol foreign 
securities in the reserve to Rs. 300 crores in cases of emer¬ 
gency. The exigencies of India’s balance of payments situation 
•called for a further amendment of the law regnlating India’s 
note-issue. In 1957* it was laid down that the minimum paper 
currenP 7 reserve would consist of Rs. 115 crores in gold and 
Rs. 85 crores in foreign securities* 

The minimum reserve system has greatly ephanoed the 
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elasticity of note-issue in India, Elastic note-issue is an essential 
requirement of the kiild of planned economic development that 
India has embarked upon. The chief economic function of a 
country’s foreign exoharrge reserves is to serve as a first line of 
defence against an adverse balance of payments. It has therefore 
been quite proper for India to have reduced the foreign securities 
component of her paper currency reserve to a minimum amount. 
Confidence in the notes rests more upon confidence in the 
goverment and its economic policies then upon the existence of a 
sufficient reserve held against the notes. It still remains true, 

however, that our vanishing paper currency reserves have some¬ 
what affected the prestige of the rupee at least in the eyes of 
the foreigners. 

Q. 67. Describe the methods through which the Reserve Bank 
of India can control the credit situation . What new powers have 
been given to the Reserve Bank for controlling Currency and 
Credit during the Second Plan ? ( B . A. 1959 ; B . Com. 1957) 

As India’s Central Bank, it is the principal duty of the 
Beserve Bank of India to regulate India's currency and credit. 
It has the monopoly of note-issue in India. It regulates credit 
primarily by’controlling the aotions of the scheduled banks 
which are its members. In the field of agricultural credit it has 
intimate relationships with the co-operative banks. The Beserve 
Bank oonducts its currency and credit policies with a view to 
the financial implementation of the Goverment's economic plans 
and policies. The following are the various ways in which the 
Beserve Bank regulates the supply of credit. 

I . Bank Rate Policy : The official rate of interest charged 
by the Beserve Bank is known as the Bank Bate. When the 
scheduled bapks feel a shortage of cash, they approach the 



18 


SELECTED QUESTIONS & ANSWERS*ON 


Reserve Bank for loans. This makes the Bank Rate effective. 

If the Bank Rate rises, the scheduled hanks raise their own rates 
of interest. This lea Is to shrinkage of credit. Similarly* credit 
tends to expand when the market rate of interest falls in 
response to a fall in the Bank Rate. 

2. Open-market operations : These mean purchase and sale 
of securities by the Reserve Bank. If the Reserve Bank pur¬ 
chases securites, the cash balances of the scheduled banks in¬ 
crease and^they are encouraged to expand credit. On the other 
band, if the Reserve Bank sells securities* the cash balances of 
the scheduled banks are reduced and they are induced to restrict 
the supply of credit. The scope of open-market operations in 
India is, however, extremely limited. In the main, the object 
of the Reserve Bank's open-market operations is the stabi¬ 
lisation of the prices of Government securities. 

3. Variable Reserve Ratios : The Reserve Bank is now 
empowered to change the reserve ratios of the scheduled banka 
within the following limits: 5% to 20% in the case of demand 
deposits ; 2% to 8% in the case of fixed deposits. An increase 
in the reserve ratirs would compel the banks to restrict credit 
and vice versa. 

4. Moral Suasion : The Reserve Bank authorities some- 

a 

times try to induce the heads of other banks to change their 
credit policies by means of talks, friendly communications, etc. 
In general, this method is surprisingly effective. 

5. SeUctive credit control : This is a special kind of credit 
controt which applies to particular credit transactions. To 
prevent hoarding and profiteering in respect of fcodgrains and 
other essential commodities* the Reserve Bank issues directives 
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to the scheduled banks restricting the amount of total credit on 
t. such dealings, imposing higher margins in respect of them, eta. 

6. Direct control: The Banking Companies Act has armed 
the Beserve Bank with very considerable powers of control and 
supervision over the cammercial banks. No new bank* nor a 
new branch of an old bank can be established without a lieenea 
granted by the Beserve Bank. The Beserve Bank can at any 
time order a scrutiny of a scheduled bank's accounts and eall 
upon it to submit a statement or a return. If necessary, the 
Beserve Bank can put a restraint on a bank's particular dealings 

" and can even compel it close its shutters. 

7. Bill market scheme : Under the bill market scheme, the 
Beserve Bank grants 90 days' credit to the scheduled banks on 
their usance bills. By varying the interest rates on the usanoa 
bills, the Beserve Bank can discourage or encourage the creation 
of credit. 

The Beserve Bank and the Second Plan : The implementation 
of the Second live Year Plan required that money supply or 
credit supply in the country must increase to the required extent. 
At the same time, there was the danger that an excessive supply 
of credit might lead to the development of unhealthy inflationary 
pressures in the Indian economy. With the twofold objective of 
creating more money and checking inflation, the Beserve Bank 
adopted the policy of the controlled expansion of credit. 

For the successful implementation of this policy, the Beservo 
Bank has been armed with two new powers. First, the system* 
of the regulation of note-issue in India has been ohanged from 
the proportional reserve system to the minimum reserve system. 
If the proportional reserve system had continued to exist, ’tho* 
Beserve Bank would have been prevented by law from creating 
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the additional ourrency required by the Government for the 
tmrposes of deficit finance. The Reserve Bank would also have«, 
been prevented from using its foreign exchange reserves for 
meeting the deficit in India's balance of payments. The minimum 
reserve system has freed the Reserve Bank from these legal 
impediments and has imparted the much-needed degree of 
elasticity to India’s currency. 

Secondly the system of variable reserve ratios which came 
into operation during the Second Plan period has armed the 
Heserve Bank with a new power to control the creation cf 
•credit. 

Q. 58. *'The Reserve Bank of India's monetary policy has 
been a policy of controlled expansion during the plan period 
Explain the main features of this policy. ( B. A. 1962 ) 

Write a short note on the credit policy of the Reserve Bank of 
India with particular reference to the control of inflation. 

( B. Com. I960 ) 

Describe the various measures adopted by the Reserve Bank of 
India for controlling the credit situation during the plan period % 

(B. A. 1961 ; B. Com. 1959 ) 

A, Reserve Bank's credit policy : As India's Central Bank, 
it is the duty of the Reserve Bank of India to regulate India’s 
currency and credit systems so as to counteract the evils of 
inflation and deflation and bring about monetary stability in 
India* During the First Plan period, the Reserve Bank followed 
a policy of currency and credit contraction in order to remove 
the inflationary pressures in the Indian economy caused by 
the Korean War. During the last throe years of the First Plan, 
there was a substantial increase in the supply of credit to the 
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public and the private sectors. Yet wholesale prices fell 22 per 
sent over the First Plan period as a whole. 

During the Second Plan period, the Reserve Bank was faced 
with Berious responsibilities for ensuring an adequate supply 
of currency and credit. The Second Plan was bigger and muoh 
more ambitious than the First Plan. It became the prime duty 
of tbe Reserve Bank to bring about the expansion of oredik 
needed for the successful implementation of the planned pro- 
grammes of development in the spheres of public industrial 
enterprises, private industrial enterprises, agriculture and 
commerce. On the other hand, the decision to take resort to- 
a large measure of deficit finance inevitably created serious- 
inflationary pressures in the Indian currency. From the middle of 
1955 onward, prices rose continuously, unhealthy tendencies to 
hoarding and profiteering began to grow, the deficit in India’s 
balance of payments assumed increasing dimensions and it 
beoame neassary to put growing restriction on non-essential 
imports. It, therefore, heoame the Reserve Bank’s duty to- 
impose credit curbs. To discharge this twofold duty, the Reservo 
Bank adopted the policy of controlled expansion of credit- 
This elastic and flexible credit policy is being continued during 1 
the Third Plan period. This policy has four main aspects- 
(1) Expansion of credit according to the requirements of tho 
live Year Plan ; (2) the adoption of general and selective credit 
control measures whenevor there are signs of over-expansion of 
credit and profiteering ; (8) easing of credit during the busy 
season of the year ; (4) tightening of credit during the slack- 
season of the year. 

23. The Reserve Bank's anti-inflationary credit control 
measures During the First and the Seoond Plan periods, feho 
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anti-infiationery credit control measures adopted by the Reserve 
Bank are discussed under the following main heads. 

2. Increase of Bank Rate : In November 1951, t£e Bank 
Kate was raised from 8 to 3£ per cent. This seriously incon- 

i 

venienced the hoarders and speculators and from February 1952 
prices started falling. The Bank Bate was once again raised on 
15th May, 1957, this time from 3 h% to 4%, to check an alarm* 
ing expension of credit. 

2, Curtailment of Bill Market facilities : In order to popula¬ 
rise the Bill Market scheme, the Reserve Bank had at first 
announced that on advances against usance bills it would 
charge a rate of interest £ per cent below the Bank Rate and 
would also grant concessions in respect of the stamp duty on 
hills. The development of an inflationary situation made 
the Reserve Bank withdraw these two concessions. In 1957, 
the rate of interest on advances against bills was fixed at 4| 
percent. In 1960, it was announced that advances under the 
Bill Market scheme would be granted only to those who had 
availed themselves of such advances in the preceding busy 
season. Ceilings were placed separately for each scheduled bank 
on. advances receivable under the Bill Market scheme. 

3, Implementation of variable reserve ratios : Alarmed at 
the excessive expansion of credit by the commercial banks, the 
Reserve Bank took action under the Reserve Bank Amend¬ 
ment Act of 1956 and issued an order in March 1960 to the 
affect that the scheduled banks would have to deposit with the 
Reserve Bank 25% of their deposit increments. Two months 

later* the Reserve Bank decided to impound 50% of the deposit 
increments of the scheduled banks. 

4, Introduction of different lending rates at different levels of 
4 idvance» ; In October 1960 a the Reserve Bank adopted a novel 
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measure for cred it control. For every scheduled bank a quota 
was fixed for advances obtainable at the Bank Bate. If the 
advances exceeded the quota, penal rates of interest would be 
charged which would be 1 per cent above the Bank Bate in the 
first phase and 2 per cent above the Bank Bate in the second 
phase. Becently, the Beserve Bank has adopted a system of 
four-tier lending rates. 

5. Orders to increase lending rates and curtail credit : In 
I960, the Beserve Bank ordered all scheduled banks to charge 

a minimum rate of 5% on their advances and to steill up their 
average lending fate by $ per cent. In the earlier part of that 
year the Beserve Bank had instructed the scheduled banks 
to curtail their advences against equity shares as also their 
unsecured advances. 

6 . Moral suasion : In June, 1957, the Beserve Bank issued 
a circular letter to the commercial banks warning them of the 
danger of inflation and advising them to reduce their advan¬ 
ces—deposit ratio. 

7. Selective credit control : To prevent undue rise in prices 
caused by hoarding and speculation, the Beserve Bank has been 
following a policy of selective credit control since 1956. In 
pursuance of this policy, the Beserve Bank issues orders tolihe 
scheduled banks, when necessary, to restrict or reduce advances 
against particular commodities and to increase the margin in 
respeot of such advances. This kind of control has been exercised 
particularly in regard to foodgrains and less often in respeot of 
sugar, doth, jute and jute goods as occasion demanded. 

In conclusion, a few observations are needed regarding the 
Beserve Bank's policy of credit control. Firstly, the Beserve 
Bank's credit squeeze has been intensified or relaxed according 
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to the requirements of a changing situation. Secondly, in 
spite of the credit control measures enforced by the Reserve 
Bank, it did not succeed in preventing the growth of on 
inflationary situation during the Second Plan period. During 
this period general prices rose by 30 per cent. The seeds of 
inflation were imbedded in the very economic policy adopted 
by the Government in this period. A Central Bank is merely an 
instrument for the financial implementation of the economic 
policy of the Government. The Reserve Bank can warn the 
Government of the dangers of its policy but it cannot reverse 
the policy. By applying credit squeeze on the seheduled banks, 
the Reserve Bank has kept inflation under control. On the 
other hand, it has helped inflation to grow by implementing 
the Government’s vast programme of deficit finance. 

Q. 59. Discuts how far the Deserve Bank of India has 
succeeded in exercising the functions of a true Central Bank of 
India . (B. Com. 1961) 

Give a critical review of the working of the Deserve Bank of 
India . (B. A. 1957 ; B.Com. 1956) 

Working and achievements of the Deserve Bank of India ; The 
Reserve Bank of India exercises all tho functions that a true 
Central Bank should perform in the peculiar conditions obtain¬ 
ing in India. In spite of occasional lapses, it has on the whole 
performed itB difficult tasks with considerable success. On the 
positive side, its functions and achievements are as follows ; 

1. The Reserve Bank has the monopoly of note issue. It has 
increased the supply of currency in response to the increase in 
national income brought about by India's Five Year Plans. 
During ten years of planning note issue in India rose by Rs. 700 
erores, i.e. by 57 per cent. 
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2. It fixed the Bank Rate at 3% in 1935. Since their 
there have been only two occasions when the Bank Rate was 
slightly stepped up to check Inflation. At present the Bank 
Rate Is 4%. By keeping the Bank Rate low. the Reserve 
Bank has succeeded in bringing about a general lowering of 
the market rates of interest. 

3. Before the establishment of the Reserve Bank, the 
short-term rate of Interest In Indian money market used 
to rise too high in the busy season and fall, too low In the 
slack season. The Reserve Bank has succeeded In keeping 
the fluctuations of the short-term rate of Interest confined 
within narrow limits. In 1960-61, the call money rate In 
Calcutta was 3*8% In September of the slack season and 5*3% 

In March of the busy season. 

4. The Reserve Bank has greatly improved remittance 
facilities in India at a low cost. In 1960-61, the amount of 
telegraphic transfers made through the Reserve Bank of India 
amounted to Rs. 2;800 crores. 

5* India had long felt the absence of a bill market. In 
1952, the Reserve Bank Introduced a Bill Market Scheme. 
According to this scheme, the commercial banks can convert , 
their advances to customers Into 90 days' usance bills. By 
executing promissory notes supported by these bills, they 
can get loans from the Reserve Bank. The Bill Market 
Scheme has Imparted elasticity to India's credit system, 
made It easier for the commercial banks to get loans from the 
Reserve Bank and Increased the Reserve Bank's power of 
credit control. 

6. Owing to the concentration of the cash reserves le the 1 
hands of the Reserve Bank, the ratio between the cash balances* 
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and total liabilities of the commercial banks has undergone a 
marked diminution. It was 7*3% in 1960*61. This ratio Is 
lower than that prevailing In the USA and UK. 

7. As banker to the Government, the Reserve Bank acts 
as the custodian of the Government’s cash balances, meets the 
short-term budget deficits of the Government through the 
sale of treasury bills and manages the public debt. The 
successes of the Reserve Bank In respect of the repatriation 
of the sterling debt, raising of huge loans from the public 
at a low rate of interest for the financing of the Five Year Plans 
the repayment and conversion of the public debt and the 
stabilisation of the prices of Government securities are 
undisputed. 

8. The Reserve Bank has acted the Governor and regulator 
of India’s credit system- On the one hand, it has brought 
about an expansion and currency and credit so that India’s 
planned economic development may not be hampered. On 
the other hand, it has always made vigilant efforts to prevent 
the ove r-expanslon of credit and the growth of inflationary 
prssures. Like the Central Banks in other parts of the world 
the Reserve Bank has employed all the modern weapons 
of credit control, e. g. raising the Bank Rate as In 1951 and 
1957, fixation of the quota of advances receivable by a member 
bank, prescription of penal rates of interest for loans in excess 
of the quota, restrictions on the open-market purchases of 
Government selective credit, control etc. 

9. To strengthen the foundations of the Indian banking 
system, the Reserve Bank prepared the draft of the Banking 
Companies Act of 1949. Under the provisions of this Act, the 
Reserve Bank systematically checks the accounts of the 
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Commercial banks, calls upon them to submit returns* 
compulsorily amalgamates the slmller banks when needed* 
prohibits badly managed banks In extreme cases to recleve 
deposits, etc. The Reserve Bank’s Intervention mitigated the 
banking crisis In West Bengal in 1950. 

10. The Reserve Bank acts as the lender of the last 
resort. While functioning in this manner, It Increases the 
liquidity of the scheduled banks’ assets on the one hand and 
applies a credit squeeze on them on the other. 1 

11. In recent yearns, the Reserve Bank has taken a leading 
part In the spheres of co operative credit and Industrial finance. 
During ten years of planning the Reserve Bank's outstanding 
advances to State Co-operative Banks rose from Rs. 3*5 crores 
to Rs. 88 crores. The Reserves Bank hold R$. one crore 
worth of shares and Rs. two crores worth of bonds of the 
Industrial Finance Corporation and gives it medium-term loans. 
It holds Rs. 2 crore 35 lakhs worth of shares of the State 
Financial Corporations. 

12. In the sphere of foreign exchange, the Reserve Bank 
keeps the foreign exchange rates of the Indian rupee steady 
and manages India's exchange control arrangements. By spen¬ 
ding its foreign exchange reserves during the Second Plan 
period, the Reserve Bank succeeded In mjtlgatlng India's acute 
balance of payments difficulties. 

But there are certain negative features In the record of 
the Reserve Bank of India. 

I. The Reserve Bank has not always adequately performed 
Its role as lender of the last resort. It did little to prevent 
the failures of the Travancore and Qulllon Bank, the PeUl 
Bank and tbe Lakshml Bank. Many Bank failures In West 
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Bengal could have been averted if the Reserve Bank's help had 
been forthcoming. 

2. The Reserve Bank has failed uptll now to link up the 
Indigenous and modern banking systems. 

3 ic acted as the ready instrument of the Government in 

bringing about war-time inflation as well as the Inflation 

during the Second Plan period. Its anti-inflationary measures 

have met only with limited and dubious success, 
r 

4. Its control over the foreign banks operating In India 
has not always been as firm and satisfactory as could be 
desired. 

Q 60. Examine the part played by the Reserve Bank of 

India in the provision of agricultural finance. ( B. A. I960 ) 

Under the Reserve Bank of India Act, 1934, the Reserve 
Bank opened an Agricultural Credit Department which carried 
out a great many surveys and brought out a number of 
extremely valuable publications about the co-operative 
movement, land mortgage banks, agricultural marketing, 
agricultural debt legislation, etc. The celebrated rural credit 
survey (1954) was carried out by a committee of direction 
appointed by the Reserve Bank. 

Originally, the Reserve Bank could re-discount agricul¬ 
tural bills of Provincial (State) Co-operative Banks having 
a maturity not exceeding nine months. Until recently, 
however, the Reserve Bank’s role in supplying finance to 
the agricultural sector was exceedingly limited. During 
the last decade, there has been a growing awareness of Che 
Reserve Bank’s responsibilities in this sphere and the Bank 
has come to play an increasingly Important role In the 
provision of agricultural finance. In 1951 the Reserve Bank 
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Act was amended with a view to enabling the Reserve Bank 
to re-discount the agricultural bills of State Co-operative 
Banks with a maturity not exceeding fifteen months and to 
grant the State Co-operative Banks medium-term loans 
repayable within five years. The Act also empowered the 
Reserve Bank to re-discount 3-month commercial bills 
endorsed by a State Co-operative Bank. 

In 1955, the Reserve Bank of India Act was appropriately 
ammended for enabling the Bank to carry out the responsi¬ 
bilities placed on its 'shoulders for the reorganisation of 
the rural credit structure during the Second plan period 
In accordance with the recommendations of the rural credit 
survey. The Reserve Bank has set up two funds, viz., 
(I) National Agricultural Credit (Long-term Operations) Fund 
and (2) National Agricultural Credit ( Stabilisation ) Fund. 
The objects of the first-named fund are to give loans to 
State Governments for buying the shares of co-operative 
societies, to give long-term loans to Central Land Mortgage 
Banks and to buy their dabentures. The object of the second 
fund Is to enable State Co-operative Banks to convert their 
short-term loans Into medium-term advances. 

The Reserve Bank gives short term loans to the State 
Co-operative Banks at 2 per cent below the Bank Rate 
for seasonal agricultural operations and the marketing of 
agricultural products. At the end of 1961-62, the outstand¬ 
ing amount of such loans was Rs. 115 crores. But the 
gross amount of loans taken much larger. At the end 
of the First Plan the outstanding amount of such loans was 
only Rs. 12 crores. 

The Interest charged on the Reserve Bank’s medium- 
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term loans to the State Co-operative Banks for agrlcultutal 
purposes was 2 per cent below the Bank Bate upto the 
1st of November, I960 and has been fixed at !{ percent 
below the Bank Rate since that date. The outstanding 
amount of such loans rose from Rs. 51 lakhs at the end of 
the First Plan to Rs. 7 crore 63 lakhs at the end of 1960-61. 
The condition that such loans should be granted only on 
the mortgage of the peasants land has been abolished In 
cases of loans below Rs. 1,000. 

The Reserve Bank purchases the rural debentures and the 
general debentures of the Central Land Mortgage Banks. 
At the end of 1960-61, the outstanding amounts of these 
purchases were Rs. I crore 80 lakhs and 67 lakhs respectively. 
Nowadays, the Reserve Bank usually purchases 50 per cent 
of the rural debentures issued. The general debentures 
are almost wholly purchased by the general public. 

Q. 61. Discuss the principal measures that have been 
adopted in recent years to place the Indian banking system 
on a sounder basis. ( B. A. I960 ) 

During the years following the World War I. a very 
large number of Indian banks failed. To put Indian Joint- 
stock banks on a sounder basis, the Central Banking Enquiry 
Committee recommended in 1930 the establishment of a 
Central Bank and the enactment of a separate and compre¬ 
hensive banking legislation. The Reserve Bank of India 
came Into existence in 1935 and some banking reforms were 
Introduced In 1936 by amending the Indian Companies Act. 
Under the Reserve Bank of India Act, the scheduled banks 
were called upon to keep minimum balances with the 
Reserve Bank amounting to 5 per cent of. their demand 
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deposits and 2 per cent of their time deposits. The amended 
Companies Act prescribed a minimum capital holding of 
Rs. 50,000 for every banking company and fixed the cash 
holdings of a banking company at 5 per cent of Its demand 
liabilities and l| per cent of its time liabilities. 

A separate and comprehensive Banking Companies Act 
was at last passed In 1949. The main provisions of this 
Act are as follows: 

1. Every banking company must take out a llceifce from 
the Reserve Bank which satisfies itself that the company Is in a 
sound position and that its affairs are properly conducted. 

2. The Act prescribes the minimum capital and reserve 
of banks according to their 4 * geograph lea I coverage**. A 
bank operating In more than one State must have a paid- 
up capital and reserve of at least Rs. 5 lakhs and If such 
a bank has an office in Calcutta and/or Bombay, the mini¬ 
mum paid-up capital and reserve should be Rs. 10 lakhs. 

3. The subscribed capital of a banking company must 
not be less than 50 per cent of Its authorised capital and 
the paid-up capital must not be less than 50 per cent of 
Its subscribed capital. 

4. To ensure liquidity of assets, a bank must maintain 
In cash, gold or approved securities, ap amount not less 
than 20 per cent of its total demand and time liabilities. 

5. A bank must keep 20 per cent of Its annual profits 
In a reserve fund until It becomes equal to Its paid-up capital; 

6. The Act seeks to check monopoly control of banking 
by the provision that the voting rights of any shareholder 
shall not exceed 5 per cent of the total voting rights of 
all sharehoMet*, 
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7. The Act prohibits interlocking of directorates and. 
directs that no unsecured loans or advances should be 
given by a bank to a firm in which any of the Directors 
of the bank Is Interested as Director, Managing Director 
or Guarantor. 

8. The Act puts serious limitations on the activities of 
banks Involving trading, speculative or manufacturing risks. 

9. The Act prohibits the starting of a subsidiary company 
by a bank and the opening or transfer of a branch whithout 
the permission of the Reserve Bank. The Act empowers 
the Reserve Bank to Inspect the books and accounts of a 
bank and call for a periodic or ad hoc statement from It. 

10. The Act authorises the Reserve Bank to exercise 

qualitative and selective credit controls. 

The Banking Companies Act was amended In 1956. The 
Amendment Act of 1956 contains many important and 
salutary provisions vesting the Reserve Bank with powers : 
(I) to regulate the remuneration and appointment of bank 
executives and bank employees ; (2) to depute observers 
on Its behalf to attend board meetings of scheduled 
banks ; (3) to obtain Information over a wider range than 
was hitherto possible; etc. The Reserve Bank of India 
Amendment Act of. 1956 empowers the Reserve Bank to 
/ary the reserve ratios of scheduled banks within the limits 
>f 5 to 20 per cent for demand liabilities and 2 to 8 per 
:ent for time liabilities. In pursuance of the powers vested 
n It, the Reserve Bank has. In recent years, carried out 
i number of amalgamations of small banks in order to 
strengthen India’s banking structure. 

The banking reforms above have no doubt gone a long 
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. way In ensuring the safety of Indian Banks and safeguarding 
the interests of depositors. Yet, the situation Is still fraught 
with uncertainty and danger. Failures of small banks are 
still com non occurrences. The recent failure of the Palal 
Bank has focussed public attention once more on the 
unsound basis of many Indian banks. The Reserve Bank 
has recently confessed that It can only give sound advice 
to the scheduled banks but it can do nothing If such advice 
Is rejected. The recent formation of a Deposit Insurance 
Corporation on the American model will go a long way 
In safeguarding the Interests of depositors in India. 

Q. 62* Indicate the main features of the scheme of insurance 
of Bank Deposits recently adopted In India. What are 
the alms and purposes of the scheme ? (BA. 1962 ) 

Ans. The failure of the Palal Central Bank In Kerala and the 
Lakshml Bank In Maharashtra In I960 once more focussed 
public attention on the need to strengthen the banking 
structure of India and safeguard the interests of depositors, 
particularly, the middle-class depositors. In the U. S. A., 
following the bank crisis of 1933, the Federal Deposit 
Insurance Corporation was set up to insure the safety of 
all bank deposits originally up to 5,000 dollars, but since 1950, 
up to 10,000 dollars, per depositor. More than 98 per cent of 
all deposits in the U. S. A. are insured under the deposit 
Insurance scheme. The scheme has certainly not made 
bank failures In the U. S. A. a thing of the past. After 
all, a bank which has been badly managed and which has 
got Into a hopeless position must go bankrupt. But It 
should be closed up by a properly constituted authority 
after due examination of its positions. The most unhappy 
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feature of a traditional banks crisis Is the universal run on 
banks in course of which a large number of good and 
well-managed bank have to close their windows owing to 
unfounded rumour and panic. Such bank crises have been 
eliminated In the U. S. A. by the deposit insurance scheme. 

With the American example before it, the Government 
of India proposed in 1961 to introduce a deposit Insurance 
scheme. Under the Deposit Insurance Corporation Act of 
1961, the Deposit Insurance Corporation of India was set up 
on January I, 1962. Its capital is allotted entirely to the 
Reserve Bank- It is an autonomous corporation managed by a 
Board of Directors consisting of five members. The Governor 
of the Reserve Bank is the Chairman of the Board. 

All commercial banks functioning on the date of the 
Introduction of the scheme became registered as insured 
banks. All new banks commencing operations since that 
date should also be registered as Insured banks. In view 
of the special position enjoyed by the State Bank of India 
and Its subsidiaries, they do not come under the scheme. 
The deposits of the Central Government, the State Govern¬ 
ments, foreign governments and foreign banking Companies 
are also not covered by the scheme The limit up to which 
Insurance is provided has been fixed initially at Rs. 1,500 
per depositor. It is estimated that this limit insures four out 
of every five depositors and 24 per cent of the total 
deposits of the banks concerned. The Corporation has been 
empowered to raise the limit up to which insurance 
cover Is provided for deposits from time to time. The 
actual rate of premium payable by an Insured bank has 
been fixed by the Corporation at 5 nP. per annum for 
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every Rs. 100 of its deposits. This works out at A of 
I per cent of all deposits and compares favourably with the 
American premium rate of ^ of I per cent of all deposits. 
The Corporation Is, however, empowered to Increase the 
rate of premium up to 15 nP. per annum on all deposits. 

The first and the main object of the scheme Is to 
ensure the security of the hard-earned money of the smaller 
depositors so that they may not be ruined In case a # of bank 
failure. The second object of the scheme Is to make a 
general banking crisis and,a panicky, universal run on banks 
things of the past. The third object Is to strengthen the 
foundations of the Indian banking system. 

But the Indian scheme of the insurance of bank deposits 
naturally gives rise to certain criticisms. In the U. S. A, 
such a scheme was adopted only after a disastrous general 
banking crisis. But in India in recent years, there have 
been no signs of a general banking crisis. Hence to many 
minds. It appears that there was no urgent necessity for 
adopting the scheme. Secondly, the American scheme gives 
the necessary powers of inspection over the banks to the 
Federal Deposit Insurance Corporation. But In India, these 
powers are vested in the Reserve Bank ; the Deposit 
Insurance Corporation has no such powers. Thirdly, the 
Deposit Insurance Scheme will make uo direct contribution 
to the good management of banks. In spite of these 
criticisms, however, it remains true that the Introduction 
of the scheme Is an epoch-making event In the history of 
Indian banking. It Is to be hoped that the Indian Deposit 
Insurance Corporation will soon be able to raise the 
limit of the ^Insured deposits. 
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Q. 63 (a) Give an accoifrtt of the constitution and functions 
of the State Bank of India 

(b) How far do you thtnk the establishment of the State 
Bank of India has solved the problem of rural banking facili¬ 
ties In the country ? (B. A. 1959) 

Ans. (a) Constitution & Functions of the State 
Bank of India : 

The Constitution of the State Bank of India was 
formed by nationalising the former Imperial Bank 
of India according to the recommendations of the 
All-India Rural Credic Survey. The State Bank of 
India has an Authorised Capital of Rs. 20 crores and an 
issued capital of Rs. 5 crores 62£ lakhs. At the outset 
the total issued capital of the State Bank vested with the 
Reserve Bank owing to the transfer of the old shares of 
the Imperial Bank to the Reserve Bank. According to the 
Act, the Reserve Bank shall hold a minimum of 55% of the 
share capital of the State Bank ; the balance will be 
transferred to individual holders* but while this will be 
done the shareholders of the Imperial Bank shall be given 
preference. Further, the shareholders of the Imperial Bank 
shall get Rs. 1765/10/-as. as compensation against each 
fully paid-up share. • The compensation would be paid partly 
In cash. The major part would be in Government securities 
and, if a shareholder so desires, In shares of the State Bank. 

The management of the State Bank has been entrusted 
to a Central Board of Directors consisting of the following t 
(I) a Chairman and a Vice-Chairman appointed according to 
the recommendations of the Reserve Bank ; (11) not more 
than two Managing Directors appointed by .the Central 
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Board with the approval of the Central Government- (III) 
six Directors elected by shareholders other than the Reserve 
Bank; (Iv) eight Directors to be* nominated by the'Central 
Government in consultation with the Reserve Bank to 
represent various territorial and economic Interests ; (v) 
one Director to be nominated by the Central Government; 
and (vl) one Director to b* nominated by the Reserve Bank. 

Powers and Functions of the Stats Bank : The State Bank 

will continue to perform the functions of the*Imperial 
Bank ; but the Bank has been entrusted with certain 
specific important functions. The State Bank will act as 
the agent of the Reserve Bank in places where the Reserve 
Bank does not have a branch. The State Bank has been 
directed to open 400 branches within 5 years in order to 
improve the facilities for rural credit. The Bank will try 
to mobilise the savings of the rural areas and also afford 
remittance facilities. An important function of the Bank is to 
provide finance for small-scale industries. Previously the 
State Bank was not empowered to give loans for 
periods over 6 months or against immovable properties. 
These restrictions were removed in 1957 and the powers 
and the scope of the Bank have been widely extended. 
According to the amended Act, Bthej, State Bank may in 
certain cases give loans for periods not ex¬ 
ceeding 7 years *, purchase shares and debentures of any agency 
established for providing credit; supply loans for house¬ 
building as an agent of the Central Government, a state 
government or a finance corporation ; give loans to house¬ 
building societies for periods of more than six months, and 
to companies,engaged In financing hire-purchase transactions* 
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The State Bank has been authorised to hold share capital In 
the Re-Finance Corporation, 

• (b) Working of the State Bank l The State Bank was to have 
opened 400 branches by the end of I960 for improving rural 
banking facilities. The Bank succeeded In opening 427 
branches till November, I960. The Bank is giving the state 
co-operative banks and other central co-operative banks, 
free of cost, the facility to remit money to the district and 
small towns once week. The bank gives loans on very adva¬ 
ntageous terms to co-operative banks against Government 
securities and commodities mortgaged to the banks. Where 
there are no branches of the state co-operative bank or of a 
central co-operative bank, the State Bank collects bills on 
their behalf. The State Bank Is assisting In providing long¬ 
term agricultural credit by buying debentures of land-mort¬ 
gage banks or by advancing money against such debentures. 
The question of transferring the responsibility of the Reserve 
Bank In the matter of rural credit to the State Bank is also 
under consideration. But uptil now the Reserve Bank has 
played a much more importan: role than the State Bank in the 
field of rural credit. However, rural banking facilities have 
undoubtedly Improved as a result of the establishment of 
the State Bank, though It cannot be said that the Bank has 
finally solved the problem of extending rural banking facilities. 
The State Bank will play an Important part In providing rural 
credit In future when the Government scheme for war-housing 
and marketing of agricultural produce Is Implemented on 
a wider scale. 

The State Bank's achievement In financing small-scale 
Industries Is creditable. In 1956, the State Bank initiated a 
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:o-ordlnated scheme for financial assistance to small industries 
In collaboration with State l;lnaQcial Corporations, co¬ 
operative banks. State Governments and the Union Govern¬ 
ment. Under this scheme, a credit of Rs. 8 crore 85 lakhs 
was sanctioned for 2,633 small Industrial establishments up 
to the end of March, 1961* The banks affiliated to the 
State Bank had by that date sanctioned a further sum 
of Rs. 3 crore 70 lakhs to 484 small industrial establishments. 
In 1960-61, the State Bank adopted the policy of aiding 
Industrial co-operatives and sanctioned a loan of one and a 
half lakh of rupees to eight Industrial co-operatives, 
fhe State Bank Is advancing loans to small-scale industries 
on their past reputation and without any mortgage of 
property. In association with the National Small Industries 
Corporation, the State Bank Is advancing loans against the 
security of raw materials to those small-scale Industries 
which have received Government orders. Finally, the State 
&ank is making a survey of the capital and credit require¬ 
ments of small-scale Industries. 

Q. 64 What are the causes of the recent increase In the 
rolume of note issue in India 7 What measures would you 
suggest to control any inflationary effect the Increase may 
have on the price level. ( B. A. 1961 ) 

Account for the recent rise In prices. Point out the 
peculiarities of the present price situation. What measures 
would you suggest for stablislng the price line ? 

An 8 . Increase in money supply in India : During the last 
decade there has been a vast Increase In the money supply 
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In India which rose from ’Rs. 1,800 crores In 1951 to Rs. 2,740 

4 * * 

crofres In I960. The amount of notes in clrcufatlon, which was 
Rs. 1,247 crores at the end of 1950-51, rose to Rs. 1,826 
crores at the end of I960. Deposit money held with the 
public rose from Rs. 640 crores in 1951 to Rs. 850 crores 
In I960. 

The Increase in note Issue and the concurrent Increase In 

the money supply have been In a sense the logical result of the 
planned endeavour to increase production and raise the natio¬ 
nal income In India. Greater output increase the demand for 
money and in response to it, the supply of money must also be 
increased. Secondly, the economic development Is resulting 
In the growing monetisation of the large subsistence sector of 
the Indian economy. The spread of the exchange economy In¬ 
creases the demand for money and calls forth an increase In 
the supply of money. 

Thirdly, India took to the path of rapid industrialisation by 
means of a large measure of deficit finance. This is by far the 
most important cause of the recent Increase in note issue. To 
facilitate deficit financing, the Reserve Bank of India Act was 
repeatedly amended and the former restrictitlons on note Issue 
were abandoned. 

Infiuionary rise of prices in India : During the earlier part 
of the first plan period, increase In agricultural production 
along with the Government’s the then deflationary policy 
brought about an appreciable fall of prices In India. Since 
then, there has been a continuous rise in the wholesale 
priest Index: 
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(1952-53=160) 


Tear 

Index 

1954-56 

92*5 

1958-59 * * 

113 

1959-60 . 

117 . 

1961 (January) 

125*6 


During 1960*61! wholesale prices rose by 7*2 per*cent over 
the previous year's price level. Simultaneously! there has 
been a continuous rise^ In the cost of living. The cost of 
living index ( 1949=100 ) rose to 124 in December I960. 
It rose steadily during 1961. 

The causes of the steep rise in prices in recent years are 
many and varied. Mainly as a result of the vast programme 
of deficit financing adopted by the Second Plan, there has 
been a continuous Increase in money supply. The supply of 
money and the demand for goods are steadily Increasing, 
but national production is not increasing at the same 
rate. More money Is chasing a lesser amount of goods* 
This Is the main cause of the rise In prices. Owing 
to acute balance of payments difficulties, there has been a 
growing curb on imports and determined efforts have been 
made for export promotion. This has ‘been a contributory 
cause of the rise in prises. But the situation has been 
aggravated by hoarding on the part of producers, consumers 
and businessmen. The owners of rice mills and flour mills 
started hoarding In the expectation of large profits. 
Unsettled 'prices led to widespread futures trading by 
speculators. These two factors viz. hoarding and speculation 
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i to a great extent responsible for the recent steep rise 
In prices. 

Main characteristics of the present inflation : The rise Of 
prices since 1955 affected until the end of 1959, mainly the 
prices of food articles and industrial raw materials. Prices of 
manufactures were affected to a lesser extent. But later on v 
there was a changs In the selatlve price situation. This 

Is shown by the following table : 


Wholesale Price Index 
( 1952-53- 100 ) 
Industrial Raw 


Year 

Food Articles 

Materials 

Factory Goods 

1955-56 

86.6 

99 

99.7 

1959-60 

119 

1237 

MI-6 

1960-61 

120 

1454 

122*8 

It Is seen from 

r 

the figures above, that in 1960-61, 

food prices remained 

stable on the whole 

but thate was 

a sharp 

alse In the 

prices of raw materials and prices of 

manufactured goods 

rose at a shaper rate 

than had been 

noticed 

previously. 

In 1961-62, the prices 

of all these 


three categories of goods remained comperatlvely stable. 
But In 1961-62, a sharp rise In the prices of food articles 
and other consumption goods Is gain noticeable and Is 
causing considerable anxiety. 
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Furthermore, it is ’worth-noting that in 1950-51, the r 
^prices was, so to say, imported, that is, it was the result of 
the international boom in prices. The present increase in 
prices i9 due to domestic causes. We may say that the present 
rise is a result of Government planning. 

Measure to check increase in prices : 1. There should be 
an immediate decrease in defict financing* Inflation is no 
longer a future possibility but already a reality* In the Third 
Plan the provision for deficit finance has been considerably 
reduced. 

- 2. The allocation and v prices of essential raw materials 

and important consumer goods should be controlled by the 
State. The Essential Commodities Act and the Industrial 
Development and Regulation Act have armed the Govern¬ 
ment with ample powers to do this. The prices of steel, 
cement, raw cotton, sugar, coal and fertilisers are being 
Tegulated by the State. The Government is also trying to 
fix a minimum price of jute in co-operation with the jute 
mills. The Third Plan has reccommended open-market opera¬ 
tions in foodgrains to present their prices from falling below a 
minimum level and rising too much. Unfortunately, measures 
of control over allocation and prices have not met with cons¬ 
picuous success. The black market operates eveerywhere. 
There is lot of vacillation and indecision in the governmental 
circles in regard to state trading. 

3. The main importance must be placed on the increased 
production of consumer goods and foodgrains, as has been well 
observed by the authors of the Third Plan. Unfortunately, 
the rate ot increase production in the first year of the Third 
Plan has not been encouraging. Recourse must be had to 
imports to build up the Government's foodstocks. From this 

—18 
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►int of view the agreements reached by the Government of 
India with U. S. A. and Burma for the import of wheat and 
rice are highly important. 

4. It is necessary to parsue a proper monetary policy. 
Vigilance is needed so that the private sector does not get 
credit is excess of planned requirements It is imperative that 
hoarding and speculation should be stopped. Since. 1956 the 
Reserve Bank introduced the system of selective credit 
controf in order to stop the use of bank credit for hoarding of 
toodgrains. This resulted in stable prices for a few months 
but prices again started rising thereafter. The Forward 
Markets Commission took certain stringent steps to check 
speculation in industrial raw materials such as raw jute, 
oil-seeds, etc. This has produced beneficial effects. 

5. The Government have opened about 10,000 fair*price 
shops throughout the country, so that people may get food at 
reasonable prices. Modified rationing has also been introduced 
on a wide scale. 

G. The purchasing power must not be allowed to surpass 
the supply of goods. A proper fiscal policy is a powerful 
weapon to achieve this ~nd. With increase in the supply of 
money, therefore, voluntary savings must be encouraged. It 
also necesary to impose compulsory savings by means of 
higher taxation. Measures should be taken so that surplus 
money is held instead of being spent by the people. 

7. Public enterprises should follow a proper price policy. 
They should try to increase their surpluses not by charging 
high prices but by bringing about economies and lowering 
the cost of production. 

8. The commercial policy of the Government may help in 
preventing a rise in prices. But not much can perhaps be 



INDIAN ECONOMICS 


hoped from this angle. The rigorous policy of iq^Tort 
restrictions is contributing to the rise in prices. 

9. The Indo-Chinese war has made a rise in prices of 
food articles and other consumable goods a very real danger. 
The Government has launched a scheme to establish a network 
of central and primary consumers' co-operative steres covering 
all-towns with a population of 50,000 or more. The imple¬ 
mentation of this scheme will greatly contribute to price 

stability. 

Q. 65. Describe the main features of the present 
currency system of India. Point out the advantages of 

India's membership of the I. M. F. (B. A. 1955) 

(a) INTERNATIONAL FEATURES OF THE INDIAN CUR¬ 
RENCY SYSTEM : 

Since March, 1947 India is a member of the International 
Monetary Fund. The present currency system of India may, 
therefore, be said to be the International Monetary Fund 
System. The main features of the system are : 

1. Fixed Gold Parity : According to the rules of the 
International Monetary Fund, the Indian rupee has a fixed 
gold value. Originally the gold value of the rupee was fixed 
at 0*268 gm. or 30*2 cents. This was reduced in Septembei 
1949 to 0*186 gm. *or 21 cents. The Reserve Bank is undei 
statutory obligation to maintain this exchange value of tbc 
Indian rupee. Though the currency has been linked to gold 
India cannot be said to be on the* gold standard. It is noi 
the function of the Reserve Bank to buy and sell gold at i 
fixed price. Import and export of gold are* also prohibited 
Consequently the present system* cannot be called a golc 
standard* The system is, in fact, a Controlled Internationa 
Exchange Standard on the basis of gold parity. 
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* Controlled flexibility of the exchange rate : The chief 
advantage of the gold standard is that currencies under this 
system have a stable foreign exchange rate resulting in certain 
advantages in the sphere of foreign trade. Too great flexibility 
of exchange rates, manipulated in purely national interests, 
results in chaos in international trade. On the other hand, 
the rigidity of the gold standard afflicts a country with defla¬ 
tion and depression in the event of an adverse balance of 
payments. The International Monetary Fund has made it 
possible to strike a balance between rigidity and flexibility in 
the rate of foreign exchange. The I. M. F. rules permit India 
to make changes in the rate of exchange up to 10%, either 
way, unilaterally. But if the disequilibrium in the balance of 
payments continues and necessitates a much greater change in 
the rate of exchange, India may, with the approval of the 
Fund, increase or decrease the rate of exchange up to any 
needed extent. In 1949, India reduced the rate of exchange 
by 30% below the previous rate with the consent of the I.M.F. 
This controlled flexibility of the rate of exchange is a great 
advantage. 

3. Assistance from the IMF for meeting temporary deficits 
in the balance of payments : Gold standard countries cannot 
meet even temporary deficits in their balance of payments 
without taking recourse to deflation. Countries with substan¬ 
tial reserves of gold and foreign assets can of course meet 
temporary deficits in their balance of payments by parting 
with their foreign exchange reserves. But such fortunate 
countries are rare. The main advantage of the IMF is that 
any of its member-countries can receive assistance from it 
towards meeting temporary deficits in its balance of payments. 
India’s quota in the IMF was fixed at first at 40 crore 
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dollars and later raised to 60 crore dollars. Under jut? 
rules of the IMF, India can get a loan from the IMF amr ant¬ 
ing to. 25% of its quota within any 12 months period bht her 
total indebtedness to the IMF must not exceed her quota. 
During the Second Plan period, India received from the IMF 
a loan of 20 crore dollars i.e. about Es. 95 crores. This was 
a great help to her in tiding over her balance of payments 
difficulties during this critical period. Prior to that, India 
had got IMF assistance on two more occasions. Recently, 
India has concluded an agreement with the IMF to the effect 
that she will receive IMF loans of 25 crore dollars in six 

currencies during the Third Plan period. 

(b) INTERNAL FEATURES OF TEE INDIAN CURRENCY 
SYSTEM : 

1, Introduction of the minimum reserve system: The 
Indian paper currency was formerly based on the proportional 
reserve system. In 1956, this system was abolished and 
minimum reserve system was introduced in its place. At the 
present moment, the Reserve Bank must hold at least Rs. 115 
crores worth of gold and at least Rs. 85 crores worth of 
fereign assets against its note issue. The introduction of the 
minimum reserve system has greatly increased the elasticity 
of India’s currency system and facilitated the financing of 
India’s Five-Year Plans. 

2. Decimal Coinage: Decimal coinage has been intro¬ 
duced in India since 1957. One ruppee equals 100 nP. Decimal 
arithmetical operations greatly facilitate the keeping of 
accounts. At first, of course, the conversion of old-coin values 
into new-coin values caused a lot of trouble, confusion and 
injustice, some of which still persists. On the whole* the 
immediate result was a slight increase in the profits of traders 
snd a slight decrease in the purchasing power of the people. 
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tV hen the long-established habit of price-fixing and 
batoning in terms of old coins is finally discarded, the 
convereion table will be relegated to the museum of antiquities. 

Q. 66. Narrate briefly the circumstances i under which it 
was decided to devalue the rupee in September, 1949. Did 
subsequent happenings justify this step ? (B. A, 1962) 

Devaluation of the Rupee , 1949 : After the Second World 
War, the balance of payments problem of the sterling area, and 
especially of Britain, became extremely acute. The magnitude 
of their dc’lar gap assumed alarming proportions. There was 
a rapid depletion of the foreign exchange reserves of the 
sterling area. The reserves amounted to £ 55 crores at the 
end of March, 1948, fell to £ 47 crores at the end of March, 
1949 and stood at £ 40 crores at the end of June of the same 
5 ear. The high costs and prices of British export goods were 
hampering their exports to the dollar area. On the other 
hand, the demand for American goods in the sterling area 
was continually on the increase. The war had made Britain 
lose a large part of her foreign investments and her invisible 
exports had undergone a serious diminution. 

Due to all these reasons, Britain was forced to reduce 
the dollar value of the pound sterling. It was announced 
on September 18, 1949 that the dollar value of the pound 
had been reduced by 30*5%, that is to say, from $ 4‘40 to 
$ 2*80. With the sole exception of Pakistan, all Commonwealth 
countries followed suit. The extent of devaluation was 10% in 
the case ot Canada and 30% in cases of other Common- 
v ealth countries. The dollar value of the Indian rupee 
was reduced from 30.2 cents to 21 cents. Its sterling value 
remained as before at Is. 6d. 

The devaluation of the Indian rupee caused at the time 
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a many-sided controversy. The then Finance Minister, Dr 
Matthai, stated in Parliament that viewing India apart fror / 
starling |trea, it had to be admitted that the necessity* of 
devaluation was not as imperative in the case of India as 
in that of Britain. But it was not possible to view India 
as standing apart from the sterling area. Three-fourths of 

India ; s exports go to countries of the sterling area. Had 

India abstained from devaluation, the Indian rupee would 
have been markedly over-valued in respect of other sterling 
area currencies. As a result, India’s exports to Britain and 
the other Commonwealth countries would have seriously 
declined and in some cpses would perhaps have entirely 
disappeared. In the absence of devaluation, India’s export 
products would have encountered fierce and unequal 
competition in the sterling area markets and would hardly 
have survived in this competition. 

There were further reasons for devaluing the rupee. 
During World War II, there had been acute inflation in India, 
resulting in a doubling of the level of prices. The high level of 
domestic prices was a serious obstacle to the expansion of 
India’s exports in the post-war period. The partition had 
deprived India of export possibilities and advantages in respect 
of certain commodities, e.g. raw jute. The prevailing high 
prices while dampening exports on the one hand were stimul¬ 
ating imports on the other hand. The pent-up demand for 
imports accumulating throughout the war-years was allowed 
to release itself substantially with the advent of peace. This 
caused a steep increase in India’s imports from the hard 
currency areas. The net result was that the deficit in India’s 
balance of payments assumed alarming proportions despite a 
high import t tariff and import control measures. An acute 
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.ollar shortage was felt in India though not to the same 
’tent as in Britain. To meet the balance of payments deficit 
xiwia had to take of loan of Rs. 100 crores from IMF in 
1948-49. Devaluation was deemed to be essential for re¬ 
moving the deficit in India's balance of payments. It was 
felt that this would bring about parity between the internal 
value and the external value of the rupee, enable India 
gradually to relax import restrictions and exchange control 
and bring about equilibrium in Indians balance of 
paymerts. 

The immediate results of devaluation were very heartening 
to India. There was a substantial increase in the demand for 
India’s export goods in the hard currency countries. There 
was a sharp decline in India’s balance of payments deficit 
and in 1950-51, there was actually a surplus of Rs. 50 crores 
in India’s balance of payments. It must be noted, however, 
that this happy result was not due to devaluation alone. 
The Korean war had much to do with it. After the Korean 
war, there was again a growing deterioration of the balance 
of payments situation of India. India had to buy large 
quantities of raw cotton from USA at soaring prices. The 
exports of cotton textiles from India to Pakistan declined 
sharply. Simultaneously with the decision to devalue the 
rupee, strongest restrictions had been imposed on imports 
from the USA. The favourable turn in India’st erms of trade 
seen during the Korean war lasted only for a short term. 
For the success of the Five-Year Plans, India has had to 
import from the USA and other hard currency countries huge 
amounts of essential goods. Her imports of foodgrains and 
raw cotton from the USA have also been considerable. For 
dll these imports, India had to pay very high prices. Devalua- 
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tion inevitably encourages inflationary tendencies. This lias 
also been the case with India. 

So, striking a balance between two sides, it wilk not be 
prudent to make dogmatic assertions about how far devalua¬ 
tion has done real good to India. Devaluation is not an 
unfailing remedy for a country’s balance of payments problem. 
Its beneficial results are at best temporary. A country’s 
balance of payments does not solely depend on the relative 
levels of export prices and import prices. If the demands 
for export goods and import goods are both inelastic, devalua¬ 
tion may very well result in further worsening of the balance 
of payments situation. There is talk in certain quarters of 
devaluation of the rupee, giving it a higher external value. 
But it is doubtful how far this will be to India’s advantage 
and whether the IMF will approve of such a step. All that 
can be confidently asserted is that in 1949, India had no 
alternative to devaluation and that its immediate results were 
all to the good. Pakistan which refused to devalue her 
currency at the time fell into insuperable difficulties and was 
ultimatley forced to devalue. Taking a total picture of the 
situation, it can be stated with some degree of certitude that 
but for the devaluation of the rupee in 1949, the acute 
balance of payments problem which India experienced during 
the Second Plan period would have become still acuter. 



Chapter VIII 
Trade 

Q. 67. Discuss the changes that have taken place in the 
composition and direction of India's foriegn trade as a result of 
the World War II and “partition”. (B. A. 1956) 

Discuss the changes that have taken place in the nature, 
volume and direction of India's foreign trade in the last 
decade. (B A 1960) 

A. Changes in the composition of India's foreign trade : 

Exports of India : Before the Second World War, India’s 
foreign trade was of a colonial type. In 1938-39 the com¬ 
position of exports was as follows : food and drinks 24% ; 
raw materials 4G% ; and manufactured or semi-manufactured 
goods 30%. During the war exports of food products increased 
slightly, exports of raw materials decreased heavily while 
exports of manufactured and semi-manufactured goods in¬ 
creased considerably. 

During the post-war period, certain new trends began to be 
observed in the composition of export trade. The share of 
manufactures showed an increase while the percentage of raw 
materials went down. This bears testimony to India’s gradual 
industrialisation. 

Before the war we used to make heavy exports of raw 
cotton and raw jute. At present we do not export raw jute at 
all while exports ot raw cotton are only a fraction of their 
former quantity. However, as previously, we have to depend 
chiefly on a few items in the field of export trade, the bulk of 
it being currently composed of only three items viz, jute goods, 
cotton yarn and cotton textiles and tea. These three accounted 
for 48 percent of our total exports in 1958-59. 
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Daring ten years of planning, India’s export trade remained 
practically stagnant. The average volume index of Indi 1 
exports was 91 during the First Plan period (1950—51= JO; 
-and 99 during the Second Plan period. Two trends were 
noticeable during the last decade. There was, on the whole, 
no increase in the exports of those commodities which are 
based on agricultural production, e. g. tea, cotton textiles, 
jute manufactures, spices and tobacco. On the other band, 
noteworthy increases took place in the exports of many 
factory-made goods and products like iron ore. 

Coming to the composition of our import trade, we find 
that in 1938-39 imports were constituted as follows ! food 
and drinks 16%, raw materials 22% and manufactures 02% 
During the war the percentage of food products decreased 
slightly, that of ravf materials more than doubled and that 
of manufactures was reduced to half. 

In the post-war period, imports of food products increased 
and reached the highest level in 1951-52. Later on, imports 
of food products declined but they rose sharply from 1955 
onwards. Increase in the imports of raw materials is a note¬ 
worthy feature of this period. The partition compelled India in 
the early post-war period to make heavy imports of raw cotton 
and raw jute ; but due to the successful implementation of the 
Five-Year Plans the imports of these two commodities have 
gradually gone down. During the earlier part of this decade 
imports of manufactures declined as compared to the pre-war 
period. But subsequently, as a result of the Second Plan the 
imports of machinery and capital goods registered a very 
sharp increase. 

During ten years of planning, India’s imports showed a 
very sharp tendency to increase. In 1957-58, India’s imports 
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'ached the peak figure of Rs. 1,233* erores. Subsequently* 
're was a decline in imports owing to a ruthless policy of 
im A y restrictions. The following table shows the average 
annual values of three kinds of imports during the first and 
the Second Plan periods I 

( in erores of rupees ) 
1951-56 1956-61 

(annual average) (annual average) 

1. Consumer goods. 235 247 

2. Raw materials and 

intermediate products .... 364 502 

3. Capital goods ... 125 323 

Total .... 724 1,072 

It is seen from the table that in comparison to non-devc- 
lopmental consumer goods, developmental goods like raw 
materials, intermediate products and capital goods have 
assumed growing importance in India’s import trade during 
the last decade. The relative percentages of non-develop- 
mental and developmental goods in India’s annual imports 
were 32 5 and 67'5 during the First Plan period and 23 and 
77 during the Second Plan period. 

B. Changes in the direction of India*s foreign trade ' 
Direction of Trade: Before the Second World War,. 
Britain occupied the most important place in India’s foreign 
trade. Britain took 34% of the exports and supplied 40% of 
the imports in 1938-39. The shares of the U. S. A. during 
the same period were 10% and 6% respectively. During the 
war and post-war periods, the importance of the U. S. A. in 
India’s foreign trade steadily increased. In some recent years 
the U.S.A came to occupy the leading place in our import 
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trade. However, Great Britain still retains the first place a 
both our export and our import trades. 

During the First and the Second Plan periods, the follow¬ 
ing changes were noticeable in the direction of India’s foreign 
trade : 


Country/Area 

(percentage of total exports) 
1952 1956 1960 

1. ECAFE countries 

26 

10 

17 

2. Britain .... 

30 

30 

28 

3. European Economic 
Community .. >. 

7 

8 

8 

4. Eastern Europe .... 

1 

3*5 

8 

5. U» S. A. .... 

... 19 

15 

10 

6. Western Asia .... 

6 

6 

0*5 

7. Africa .... 

4 

4 

2 5 


It is seen from the table that the share of the ECAFE 
countries in India’s export trade declined sharply during the 
First Plan period and was thereafter stabilised ; however? 
exports to Japan have increased owing to the stepping up of 
our iron ore exports to that country. At present 39% of our 
export trade is with Western Europe. Britain’s share 
remained constant during the First Plan period and declined 
sharply thereafter. Britain is still our best customer but the 
recent tendency to a decrease in our exports to Britain is 
causing anxiety. If Britain joins the European Common 
Market, India’s export trade with Britain may suffer grievous 
damage. The substantial increase in our exports to Eastern 
Europe (including the USSR) is worth noting. The share of 
the TJ.S.A fell noticeably during the First Plan period but ha9 
increased slightly since then. 
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During these ten years, the following changes were 
nd N in the direction of our import trade : 

^ ( percentages of total imports ) 

Country/Area 1952 1956 I960' 

1. ECAFE countries.13’6 12*4 13 

2. Britain .18*5 25 20 

3. European Economic Community 9 20 18 

4. Eastern Europe.2*2 8’2 3*7 

5. U. S. A . ••• 33*6 11*3 23*7 

6. Western Asia . ••• ... 7*7 10*8 7*5 

7. Africa . ••• 3*8 4 4*4 


1952 

13*6 

18*5 

9 

2*2 

33*6 

7*7 

3*8 


1956 

12*4 

25 

20 

8*2 

11*3 

10*8 

4 


I960 

13 

20 

18 

3*7 

23*7 

7*5 

4*4 


There was a leap forward in India’s imports from Western 
Europe from 30% to 50% during the First Plan period. At 
the end of the Second Plan, it stood at 40%. There was a 
large increase in Britain’s share during the First Plan period 
but there has been a decline since then. The share of 


Eastern Europe doubled during the First Plan period but 
declined thereafter. There was a spectacular decrease in the 
U.S.A’s share during the First Plan period but it increased 
rapidly in the subsequent years. In 1960, the U.S.A enjoyed 
the largest share in our import trade. In that year, the 
share of Northern America (including Canada ) was 25*7%. 
The share of the ECAFE countries has remained practically 
constant throughout the decade. 

Q . 68. What is the present position of India's export trade ? 
What measures have been taken in recent years to promote 
India's export earnings ? ( B. Com . 1962 ) 

What are the main exports of India ? What are the 
posibilities of raising our exports in future ? (B. Com 196o) 

A. India's export trade : A principal trait of India’s foreign 
trade is its excessive dependence on three commodities. 
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viz tea, jute manufactures and cotton textiles. In 19P -61, 
the total value of India’s exports amounted to 64a 

orores. The values of the exports of these three commodities 
in that year were as follows : 

Amount of exports 

( in crores of rupees > 

1. Tea 123 

2. Jute Manufactures 132 

3. Cotton textiles 58 

Total—313 

It is seen from the figures that the total value of the 
exports of these commodities amounted to about 50% of 
India’s total exports. Besides these three commodities, 
other commodities whose exports exceeded Rs. 10 crores 
in value in the same year were cashew nuts, oilcakes, raw 
tobacco, leather goods, mica, raw cotton, iron ore and man¬ 
ganese ore. Other exportable Indian goods of considerable 
importance are coffee, spices, hides and skins, wool and 
other animal fibres, lac, vegetable oils, woollen fabrics, silk 
fabrics and iron and steel. 

During ten years of planning India’s exports remained 
practically stagnant. During the First and the Second Plan 
periods, India’s average annual export was Rs. 609 crores 
and Rs 614 crores respectively. The volume of India’s 
exports increased about 10% during the jSecond Plan period 
in comparison to the First Plan period. But as the value 
per unit of export declined, India’s export earnings have 
remained practically unchanged. During these ten years, 
total world exports were doubled. India’s share in total 
world exports came down from 2*1% 1*1%. Economic develop- 
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me- has increased the domestic demand in India and thid 

¥ ** 

has . ’ an adverse effect on India's exportable surplus. 

Dutrtfe these ten years two trends are noticeable in the 
pattern of India’s export trade. The traditional exports 
which have a basis in agricultural production showed no 
improvement. On the other hand, there was a substantial 
increase in the exports of many new factory-made .goods and 

r 

mineral products like iron ore. 

B. Export promotion efforts in India : For easing the 
acuteness of India's balance of payments difficulties and for 
the success of India's Five Year Plans, it is absolutely 
necessary to bring about a substantial increase in India’s 
export earnings. The programme of export promotion is an 
integral part of India’s Third Five Year Plan. The Third 
Plan aims at raising India’s annual exports to Rs 850 crores 
at the end of the Plan and at increasing India’s average 
annual export by Rs. 150 crores over the average during the 
Second Plan period. To attain these objectives, it is necessary 
to curb our domestic demand, create a larger exportable 
surplus, reduce the costs and prices of exportable goods and 
persuade the people to bear the burdens of export promotion. 
Three kinds of export promotion measures have been adopted 
in India. 

1. Organisational measures : An Export Promotion Advisory 
Council has been set up to advise the Government on matters 
pertaining to the export policy. Export Promotion Councils 
have been set up to accelerate the exports of such Indian 
products as cotton textiles, silk and rayon, engineering goods 
plastics, spices, tobacco, leather r goods, lac, mica, etc. 
Delegations are being sent abroad on behalf of these Export 
Promotion Councils to negotiate trade agreements. Efforts are 
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DVing made to reduce the export prices of Indian product so 

f jat they can stand foreign^competition in the world f Ket. 

he grading of Indian agricultural products has be^rf made 
Compulsory. To reduce the risks of exporters, an Export 
Risks Insurance Corporation has been set up with a capital of 
Rs. 5 crores. A large number of trade centres and shops for 
the sale of 'Indian*'products have been started in foreign 
countries. India has taken part in many international 
exhibitions. 

facilities ana incentives : 1 o give incentives to inaian 

exporters, special licenses for the export of machinery and 
raw materials needed for the manufacture of exportable goods 
are being granted. Exporters have been entitled to a refund 
•of the customs and excise duties paid in respect of parts of 
their products. Most of the export duties have been 
abolished. Freight rebates are being granted on the trans¬ 
portation of exported goods. Restrictions on the exports of 
numerous articles have been abolished. Measures of export 
icstrictions and export quotas have been abolished in respect 
of numerous articles. 

3 . Diversifications of exports: Strenuous efforts are 
being made to develop new export markets. The activities of 
of the State Trading Corporation and the extension of trade 
relations with the Soviet Union and other countries of 
Eastern Europe have contributed substantially to the diversi¬ 
fication of India’s exports. 

C. Possibilities of export promotion : The massive export 
promotion effort that is being made in India has already 

-19 
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l f with some degree of success, as is apparent 

foh l ug figures ! 

Amount of ex r VI Vb 
(In erodes of rupees) 

1958- 59 ' 553 

1959- 60 ' 631 

1960- 61 - „ v643 

Owing to her growing industrialisation, India will be able 
to cxpoat larger amounts of capital goods and raw materials 
to countries of Southern and South-Eastern Asia, Western 
Asia, Africa, Latin America and the West Indies for the « 
purpose of their economic development. India's trade with 
Eastern Europe is now much greater than what it was a few 
years ago and there are possibilities of further increase in this 
trade. The economic piosperity and the increasing living 
standards of Northern America, especially the U.S.A, have 
created large possibilities of increasing Indian exports to that 
area. India’s trading relations with Britain have been 
wide and intimate over a long period of history and it is not 
inherently imposible to extend them further. But there 
are dangers ahead. The inflationary pressures in the 
Indian economy are increasing the prices of India’s export 
products and reducing their competitive strength in the foreign 
markets. The likelihood of Britain’s joining the European 
Common Market has created alarming possibilities of a 
fail in India’s exports to the UK. Negotiations are afoot to 
bring about a standstill agreement in India’s preferential trade 
and taniff relations with Britain up to 1970 and to effect 
an increase in India’s export to the Common Market 
countries. But the results of these negotiations are still un¬ 
certain and fraught with ominous potentialities. 
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Q. 69,; State the arguments jor ana against state / Jing 
fn Indfa • / B. Com. 1962J 

The first Five-Year IWi tuuoiucicu it ucouauu; tu Dtaiu 

L ' „ r 

State trading nr certain essential commodities. At that time, 
trading in fo$dgrai$s was largely-in the hands of the Govern¬ 
ment. Thre^earajater^. free trade in foodgrains was restored. 
During the Se&jnd Plan period, there was a big rise in the 
prices of foddgrains, agricultural raw materials and other 
essential goods.,-This created discontent in the minds of 
consumers and industrialists. On the other hand, the peasants 
complained from tim<^ to time that they were not getting fair 
prices for their products. In the sphere of international trade, 
the problem of export promotion became very acute. Owing 
to all these reasons, the question whether the State ought to 
take a greater part in internal and external trade has come 
to figure on the order of the day. 

■ The policy and programme adopted by the Government 
on this matter is roughly as follows ; (1) gradual expansion of 
State trading in all necessary directions ; (2) gradual concen¬ 
tration of the wholesale trade in foodgrains and agricultural 
raw materials in the hands of State-aided co-operative societies 
and the establishment of numerous warehouses to that end ; 
(3) the building up of large central foodstocks, mainly with 
American aid ; (4) the adoption of a policy of buffer stocks 
and open-markets to stabilise foodgrains prices ; (5) authorising 
only licensed dealers to make wholesale purchase of foodgrains 
at fixed prices and the reservation of the right to seize the 
foodstocks of wholesale dealers, if required ; (6) no inter¬ 
ference of the Government, as a rule, with retail prices of 
foodgMUDS«but retail sale by the Government of food articles 
at fair prices, if and when required ; (7) the establishment of 
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at. + e Trading Corporation, mainly with a view to the promo* 
tion\ s diversification of India’s exports. 

In jJfevial practice, the progress of State trading in the 
spheres of internal and external trade has so far been quite 
inconsiderable. It is true, however, that the elimination of 
private traders from the sphere of wholesale trade in foodgrains 
and other agricultural products has been declared to be the 
official goal in India. This has evoked fierce opposition from 
certain quarters and caused a nation-wide debate. The 
arguments for and against State trading are as follows : 

A. Arguments for State trading : (I) India has adopted the 
path of planned and semi-socialistic economic development. 
This necessarily implies the hegemony of the State not only 
over the productive system but also over distribution. 

(2) In an under-developed country like India, the small 
commodity surpluses of innumerable small producers are 
widely dispersed throughout the country. This encourages 
the flow of Indian capital towards trade, instead of productive 
endeavour. The consequent wastage and misdirection of 

capi' al will be remedied by State trading- 

(3) It has been India’s experience from the days of 

British rule until now that speculative trade is by far the most 
profitable enterprise in India. This has given rise to an 
unheilthy atmosphere in India’s economic life and hampered 
the growth of production in India. State trading will correct 
this evil. 

(4) The success of productive enterprise and the amount 
of national output depend on the level of prices and profits. 
For the success of the Five-Year Plans, it is necessary to 
Tegulate the relative prices and profitability of productive 
endeavours and to establish State control at the strategic 
points of the Indian economy. Wholesale State trading in 
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stjiecieu earn modi ties Wilt achieve these two objects. It wiP ;e 
g. powerful,weapon of economic planning. 

(5) The cost of living of the people depend »n the 
prices of such necessities of life as foodgrains, cloth, sugar, 
salt and kerosene. State trading in these commodities will 
regulate the cost of living and will be conducive to a higher 
rate of economic growth. 

(6) State trading is needed to diversify India’s export 
trade and especially to accelerate trade with the socialist 
countries. 

B . Arguments against State trading: (1) State trading 
will destroy the democratic, free society in India and will 
create a totalitarian and servile State. 

(2) Prices fluctuate owing to the disequilibrium of demand 
and supply. Wise speculation confines price fluctuations 
within narrow limits. The argument that State trading 
will stop price fluctuations is fallacious. It will rather *be the 
case that bureaucratic and ignorant State trading adventures 
will aggravate regional disparities in prices and create all 
sorts of artificial shortages. 

(3) Experience in countries tells us that the State embarks 
on monopolistic trade in selected articles solely with the object 
of bringing more revenue to the Government treasury. In 
India too, the object of State trading will be to secure larger 
anancial resources for the Five-Year Plans by raising the 
prices of commodities. There is little possibility that State 
wading will reduce the cost of living. In communist countries 
vhere State trading is in vogue, the prices of the necessities 
)f life are excessively high. 

(4) The fundamental policy underlying India’s Five-Year 
Plans implies the creation of inflation, raising the prices 



SELECTED QUESTIONS & ANSWERS ON 


of he necessities oi life through the itioposition of high ratetf 
of e ’’e duties and sales taxes and the imposition of forced 2 
saving*. the public. Hence it is illogical to make private 
trade resph^ble for the rise in prices. 

(5) For the elimination of anti-social hoarding and 
speculation, state trading is not called for. That can be done 
by other and setter means. 

(6) Stap trading will still further increase the discontent 
of the people by making jpeople stand in long queues for 
securing the articles they need. India has bitter experience 
in this matter. 

Q 70(a) Write a critical note on the scope and impor¬ 
tance of State Trading in India . 

(b) Discuss the constitution and functions of the State 
Trading Corporation of India. What have been its achievements 
so far ? 

A. ‘ By State Trading is meant trading undertaken by the 
Government. It may be either home trade or foreign trade. 
Usually State Trading is monopolistic in character. 

During the last world war a large volume of state trading 
developed in foodgrains and this continued for some time 
after the war. There was state trading in some othei 
essentials also during the period. However, the advent oi 
the state in the field of trading was not for profit or revenue 
B The aim was to ensire proper distribution of necessaries ano 
other scarce commodities at fair prices among the consu¬ 
mers. Far from making any profit, the Central Government 
used to give subsidies to ensure supply of foodgrains at a low 
price. The Government aimed at preventing the hoarder! 
and speculators from taking advantage of the inflationary 
conditions and raising the prices of foodgrains and othei 
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isa&ntial cqmmoditi&s?* to the detriment of the peopb 
Eftferests. . 

Inflationary trends have again appeared and tb .mti- 
ocial activities of the hoarders and speculator^-are once 
nore evident^' /Consequently, the necessity of state trading 
s being feltjfor bringing about stability in the national 
jconomy and to ensure fair distribution of food and other 
:ommodities. The third plan has adopted the policy of 

State trading,in foodgrains to prevent undue fluctuations in 

■ > 

their prices. 

The opinion is held by some that the State should enter 
the field of trade for revenue purpose, specially with a view to 
Financing the Five-Year Plans. Proposals have also been 
mooted for monopoly state trading in tobacco, matches, salt, 
^t,c. as is done in some middle-east countries. The Taxation 
Enquiry Commission recommended the appointment of a 
committee of experts to go into this question. Under present 
conditions, however, such monopoly state trading does not 
appear to be proper. If the state succeeds in making large 
profits by these means the charge of profiteering will be 
levelled against it. On the other hand, if the State does net 
try to make good profits, the whole purpose of such trading 
would be defeated. 

B. The Indian State Trading Corporation : The arguments 
for and against State Trading in the field of India’s foreign 
trade have been widely discussed during the last few years. 
The Deshmukh Committee recommended in 1949 the passing 
of the necessary legislation for the formation of a State 
Trading Corporation to undertake trading in foodgrains and 
fertilisers ; the Corporation might also undertake trading in 
luxur^ goods for profit alone. 
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Subsequently the Rao Committee came to tne conclusion 
tha '\ere was no need of a State Trading Corporation tor 
tradiu^ ^ foodgrains, cotton, fertilisers etc. as the conditions 
of the lirc^national market had changed. However, the 
Committee felt the need of a State Trading Corporation for 
exporting hand-loom cloth and products of cottage industries. 

The Taxation Enquiry Commission did not come to any 
encouraging concision after examining the question. The 
Commission felt that Indiavdid not have the required number 
of experienced officials for running the Corporation efficiently 
and for this reason no startling results could be expected from 
State Trading. It was not possible for the State to undertake 
trading on a wide scale considering the administrative machi¬ 
nery at its disposal. The Commission was of the opinion that 
the proper time for thinking about State Trading would be 
when prices again showed an upward tendency. 

With the beginning of the Second Plan prices started 
rising and the State Trading Corporation was formed in 1956. 
Its authorised capital is now Rs. 5 crores. The Corporation 
is a fully State-owned organisation. The Corporation is 
authorised to make agreements for both imports and exports 
of various commodities. The Corporation has been successful 
in importing cement, steel and machinery at specially low 
prices against exports of raw materials to socialist countries as 
a result of agreements with them. As a result the pressure 
on India's reserves of foreign exchange has decreased. The 
Corporation is importing cement, soda asb, caustic soda, 
fertilisers, gypsum, milk powder and newsprint at the lowest 
possible prices and is exporting mineral ores, shoes, handicraft 
goods, salt, tea and woollen goods, etc. The Corporation has 
been given the monopoly right in regard to exports of iron ore. 
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The Corporation has concluded long-term agreemr 
v^ith Japan and other countries for the export of ir* 7 ore. 
It has made a notable contribution to the diversify .on of 
India’s export trade. The Corporation is vestec^ich powers 
to buy cement from the Indian cement factories, to import 

cement from abroad and to sell cement at uniform prices at all 

- 4 * 

railheads in India. The Corporation’s tota& trade amounted 
to Rs. 183 crores up to the end of 1960-rf. In 1960-61 the 
Corporation’s exports amounted to„Rs. 37 crores and imports 
amounted to Rs. 28 crores. The State Trading Corporation 
is assisting in successful implementation of the strict controls 
imposed by the Government on foreign trade with a view to 
reducing the deficit in the balance of trade. The Corporation 
is serving to bring about an element of certainty in foreign 
trade by means of bulk purchases. The State Trading Cor¬ 
poration is one of the organs through which the Government’s 
export promotion policy is being carried out. The Corpora¬ 
tion may also prove to be of help in price control. 

Q. 71. Indicate the main features of India's balance 
of payments in the post-war period. What measures would 
you suggest for improving her balance of payments 
position * (B.A. 1951) 

Explain the causes of the balance of payments difficulties 
of India during the Second Plan period. (B.Com. 1961) 

M 

How far is India’s balance of payments situation likely 

to improve during the Third Plan period } 

A. India's Balance of Payments (1947-1956): Before ancl 

during the last war India had a favourable balance of pay¬ 
ments. A change was observed, however, in 1948, in which 
year jl huge deficit appeared in the balance of payments. 
The deficit increased still further in 1949. The deficit 
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in 'e dollar area balance of paymet^was the mosti&larminf 
The*. * 7 ere various reasons for the’-adverse balance of paj 
ments mg these two years. Doe* to partition of the country 
India wk^^jjjced with food problem and a Crisis in the 
supply of certain raw materials. As a result large quantities 
of food producWcotton and jute had to be imported. More¬ 
over the pentSl^demand for imported manufactures which 
had remained unSaS&ficd during the war was released and in 
the beginning the Government adopted a policy of unrestric¬ 
ted imports to meet this demand. By the middle of 1949 the 
Government became alarmed at the balance of payments 
position and in order to reduce the deficit it was decided to 
change the previous policy of unrestricted imports. In Sep¬ 
tember the same year, the Government of India reduced the 
dollar value of the rupee from 30 cents to 21 cents. Various 
steps were taken to curtail imports from the dollar area and 
to step up exports. There was a temporary improvement in 
our balance of payments position as a result of these 
measuies. 

The real cause ot the improvement, however, was the out¬ 
break of the Korean War in the middle of 1950. At that time 
due to the policy of rearmament and hoarding of raw materials 
adopted by the U. S. A., not only did the amount of exports 
rise substantially but the terms of trade also became favour* 
able to India and she could charge a high price for the com¬ 
modities exported. As a result the huge deficit in India’s 
balance of payments was wipsd out and there appeared a 
surplus of about Es. 60 crores. 

By the middle of 1951 there wa9 a lull in the policy ol 
hoarding by America. The Government of India also adoptee 
a policy of curtailing exports and increasing imports''owing tc 
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**wrenensi<^i\ or 1 n fla ti un,^/^pxy u r u uuues were levied at a vy y 
/Jjfgh rate.. 05 ,-several commodities and imports were liber ed. 
ifThis resulted again m a'deficit in the balance of r .icnts 

*«.» * i .* ' • j 

^amounting ta-Rs. 162 crores in 1951-52. ✓ - ^ 

There was Change in the situation from 1952-53 to 1955- 
56. During'-tufa period there was a surplus iiv lie balance of 
payments every year though the surplus was^y' little in the 
last two years. The main reason for**rfe surplus was the 
improved production of cotton and.foodgrains in the period 
•of the First Five-Year Plan. The favourable balance of pay¬ 
ments was made possible by the reduction in the imports of 
foodgrains and cotton. It is also worth mentioning that the 
First Plan had no policy for rapid industrialisation of the 
country and the import and foreign exchange requirements of 
the Plan remained small. It is noteworthy that during the 
First Five-Year Plan the balance of trade was all along adverse. 
But the net official donations and the invisible balance were 
in India’s favour resulting in a net surplus in the total balance ‘ 
of payments. 

B. Balance of Payments Difficulties and Foreign 
Exchange Crisis in the Second Plan Period : In 1956-57 the 
wheel of fortune turned once again. Since then huge deficits 
have been appearing in India’s balance of payments. The 
framers of the Second Plan calculated the total balance of 
payments deficit to be Rs. 1,120 crores :* 


(In crores of rupees) 

1. Deficit in visible balance 1,375 

2. Surplus of invisible balance 255 

1,120 


Total Foreign Deficit 
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deficit was proposed to be'. jnetas below : 

(In crores of rupees . 

i/- Expenditure of Sterling Balances 

2. Foreign Capital Investment 

in Private Sector 

3. ForevX A*d 

1,100 

Both these estimates proved to be completely incorrect- 
During the first three years of the Second Plan, the deficit 
in visible balance was Its. 1,470 crores and the deficit in 
the balance of payments on current account was Rs. IjOoO 1 
crores. The total b dance of payments deficit during the 
five years of the Second Plan was about Rs. 1,700 crores. 

The unexpectedly huge balance of payments deficit 
during the Second Plan priod had several causes : 

1 . Owing to the deterioration of the food situation, food- 
grains had to be imported in much larger quantities than 
had been originally visualised. 

2. The import components of various projects had been 
originally under-estimated. 

3. Defence expenditure had to be increased owing to the 
deterioration of the international situation and the worsening, 
of India’s relations with Pakistan. Consequently, imports 
of defence requirements had,to be stepped up. 

4. Apprehending a foreign exchange crisis in the third year 
of the Plan, many industrialists tried to import their require¬ 
ments for the whole five-year period during the first two 
years. There was also a keen competition among different 
Government departments to unduly hasten their imports. 


200 

100 

800 
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a result the apprehensions of a crisis themselves bro 
Slbout the -Crisis. 

5. As a result of inflation in foreign countries r prices 
of capital goods imported by India, particular*' *om West 
Germany, rose unexpectedly. 

* 

6 .. Freight rates increased heavily on p jount of the 
Suez Canal crisis. - . 

During the Second Plan period, Ie a met the foreign 
exchange crisis by adopting three kinds of measures: 
-(i) depletion of India’s foreign exchange reserves ; i;ii) efforts 
to secure larger external assistance ; (iii) efforts to increase 
exports and reduce \mports. 

Between March, 1956 and June,- 1961, India’s foreign 
exchange reserve fell from Rs. 825 crores to Rs. 282 crores. 
The Reserve Bank’s foreign assets fell from Rs. 747 crores 

to Rs. 197 crores from the end of 1955-56 to the end of 
1959-60* Since then, thefr amount has declined still further, 
being now less then Rs. 100 crores. 

The total foreign assistance secured during the Second 
Plan period amounted to about Rs. 1,000 crores. A loan of 
Rs. 95 crores was secured from the I. M. F. but as this was a 
short-term loan, immediate arrangements had to be made for 
its repayment. 

Measures for export promotion and import restrictions 

were adopted on an emergency basis. Export promotion 

efforts met with some degree c5f success. India’s *exports 

* _ _ 

which had fallen from Rs. 649 crores in 1955-56 to Rs. 570 
crores in 1958-59, rose to Rs. 643 crores in 1960-61. After 
1957-58, there was a substantial fall in the imports of both 
consumer goods and capital goods. In 1959-60, the balance 
of payments deficit was much below the preceding year’s 
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de n \t and stood at Rs. 182 crores* ‘Btttftn 1960-61^6?%alaiL_ 

. ™ 

of i s nents deficit was doubled, owing to a rise^n' import! 
and a . *-ked fall in the invisible exports. This necessitatec 

a 

still more sti .agent import restrictions. In 196Q-G1, it becam< 
possible to reduce the balance of payments deficit to som< 
extent. 

Balance vj payments uuneumes during Third Plan period .* It 
is apprehended that Indian balance of payments difficulties 
w ill assume very serious proportions during the Third Plan 
period. At least Rs. 2,100 crores worth of external assistance 
will be required for importing capital goods for the Third Plan 
projects. Cher the five-year pcuod India’s maintenance im¬ 
ports will amount to Rs. 3,650 crores and the deficit in net 
capital transactions will be Rs. 550 crores. So India’s payment 
during this period will amount to Rs- (2,100+3,050+550)= 
0,300 crores. On the other hand, India’s receipts will amount 
to R&. 3,700 crores of visible exports. The invisible balance 
will be nil. So the balance of payments deficit during this 
period will be Rs. (6,300—3,700) = 2,600 crores. 

India’s foreign exchange reserves are now almost exhausted. 
So there is no possibility of meeting the balance of payments 
deficit during the Third Plan period by drawing on India’s 
foreign exchange reserves which have touched bottom. So 
India will have to depend solely upon external assistance for 
getting over the Third Plan’s foreign exchange difficulties. 

It is not yet certain whether India will get Rs. 2,600* 
crores of external assistance during the Third Plan period. 
But six nations belonging to the Aid India Club «nd T BRD 
(with its affiliate IDA ) have promised an aid of 2,286 million 
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511ars'tR£' 1,089 croresj^or nnancing the Third Plan d*' mg 

> , ( j . •> 

s first'twc^years. TheTi'esoective aids are as follow" 

MiW Dollars 

1. U. S.A. ... *... 1,045 

2. U. K. ••• . ... 250 

3. Canada ... *.. 56 

4. Japan ...^ 80 

5. FraftcG -*••• ... 30 

6 . Wdst Germany — ••• 425 

7. ‘ IBRD and IDA •• ... 400- 

2,286 

Recently, Italy too has joined the Aid India Consortium. 


An aid of Rs. 250 crores has already been promised by the 
Soviet Union for the Third Plan. Other Eastern European 
countries have also promised sizeable aids. For the first two 
years of the Plan, sufficient aid has been forthcoming. But 
the prospects before us are by no means hopeful. There is the 
unpredictability of the U.S.A Congress's attitude towards- 
India. There is also the war with China which is bound to. 
aggravate still further India’s balance of payments difficulties. 
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y 2, Write a critical note on the ^Employees' State 
Insurance ^ heme" in India. (B. A. 1962) 

Employees' State Insurance Scheme : In 1943, the 
Government - India asked Professor B. T. Adarkar to 
piepare a health ^surance scheme for industrial workers. The 
scheme which he prepared was based on compulsory contri- 
Jbution by three parties, tfcu employer, the employee and the 
State. But he advised that the scheme be limited in two 
ways : (1) it should apply only to the cotton textile, engineer¬ 
ing, mineral and metallurgical industries ; (2) it should apply 
to only those workers between the ages of 12 and 60 whose 
monthly income is below Rs. 200. On the basis of the 
Adarkar Report and the critical observations made on it by 
the ILO experts, the Employees’ State Insurance Act was 
pissed in India in 1948. The principal features of the Act 
are as follows : 

1. It applies to all power-driven factories which are not 
seasonal and which employ 20 or more workers. It benefits 
all workers whose monthly income does not exceed Rs. 400. 

2 . The scheme confers five kinds of benefits on workers, 
viz, sickness, me lical, maternity, disablement and depen¬ 
dants benefits. In case of sickness, a worker, who has contri¬ 
buted to the insurance funds for 6 months, will get sickness 
benefit for a period not exceeding 56 days at the rate of half 
his a\erage daily wage. The worker and his family are 
entitled to receive medical benefits at the clinics of doctors 
enrolled on the panel, or at hospitals or at their own resi¬ 
dence. If the worker suffers temporary or permanent 
injury while in occupation, he will receive disablement 
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b$befit,' so long as .he .unfit ‘to work, at the rate oiJ ilf 
Sis daily wage. The dependants of insured worke’^who 
die as a result of‘ employment injury will rece*' Weekly 
cash benefits at scheduled rates. A woman worl^r who has 
made at least 12 Contributions during the Receding 52 
weeks will receive maternity benefit at the r 9 f 12 annas 
per day for six weeks before and six week' ctfter child birth. 

3. The scheme is bassed on contributions by the employer 
and the employee. The responsibility for paying the em- 
ployee’s contribution is vested in the principal employer. 

4. The responsibility for administration of the scheme is 
rested in the Employee's State Insurance Corporation. 

5. The scheme is financed out of the Employee's State 
Insurance Fund. The Fund is made up of employers’ and 
employees’ contributions as well as the grants and gifts of the 
Central Government and the State Governments. There was 
provision in the Act that two-thirds of the administrative 
expenses would be borne by the Central Government through 
grants during the first five years. 

Criticism . The Act was first enforced in Delhi and 
Cawnpore in the early part of 1952. Up to the end of March 
1961, the scheme was extended to 118 centres embracing 
16 lakh workers. It has been decided in the Third Plan to 
bring 8 lakh more workers within the scheme. The sub- 
committee appointed in Mach, 1961, recommended that the 
salary limit be raised from Rs. 100 to Rs. 500 per month. 
In centres where the scheme is not yet in operation, the 
employers have to make contributions to the Corporation’s 
Fund, but at reduced rates. This provision was made in 
the A mepd jjpent Act of 1959 to prevent discrimination between 
employers at different centres. 

20 
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\ Che rosy expectations that welref |jkjt first aroiuijjtfjby tt 
schh^ have not, however, been fulfilled The progress of tt 

schemt. *s been rather slow, .The number of beds provide 

, 1 , » » 

in hospitals 'id the supply of medicines io the cpspensarh 
are not adequate. Whether4he family, members of* the ii 
sured worker dl receive' medical benefits is left to the di 

* i * , • 

cretion of the So. ^Government. As yet, all insurable wo 
kers have not been*,' u$%^gh£ within the compass^ the schem 
There is no provision in tL** scheme for old age berets. It * 
often legally difficult to prove whether, or not hag 

been received while on occupation. Indfa still lag^ffr behind 
the advanced countries in providing for. social security. 
Nevertheless it remains true that the Employees*. State 

a I ' 

Insurance Act is a big step forward in transforming India into 
a welfare state. 

Q. 73. Write short notes on (a) The Damodar V&lley 
Project , ( b) India's Power Resources ; (c) The Industries 
(Development and Regulation) Act. (B. Com, 1962 and 1961) 
A. Damodar Valley Project : The Damodar river flows 
through Bihar and West Bengal. The Damodar Valley is the 
chief repository of India’s mineral resources. Eighty per cent 
of India’s Coal, ninety per cent of iron ore, the entire amount 
of copper and the greater part of chromite, lac, china clay 
etc. exist in this .region. The objects .of the Damodar 
Valley Project are as follows : (1) to make the valley India's 
greatest industrial area tfhrough the development of its 
powers-generating capacity, (2) to tame the turbulent 
Damodar and its tributaries through the adoption of flood 
control measures ; ( 3 ) to utilise its waters for the purposes of 
irrigation and navigation. The execution and foment 
of the Project are vested in the Damodar Valley Corporation 





rEfch Initially, the costs of t> 

eject ^fivCsUmateii^BV 96 crores. 

The v pr<$obmfiFfees four st orage dams at Tilaiya Aar, 

> 4 * , 1 jf ' 

fraithomand* Pagrob^jEIttl with hydel powerhouse y a total 

opacity ,of l,O4,Ot)0 J .k^. attached to all the dams except 

Sonar j .thre£ the^maf'power stations at Bok' b, Durgapur 

md Chandrapura witli a total capacity of 6. r ,„u0 kw. ; an 

xtensive po^; transmission grid and an ** Ration barrage at 

2)urgapun^f&rcanals and distribn^ries; During the Third 

?lan, tjcj^afts of 1*25 lakh kw. edch are to be added to the 

l ). V. C. s^tem, raising the total power generating capacity to 
1.79 lakhjfwf 

The' all-concrete -Tilaiya dam on the river Barakar, with 

^ i ~ 

jarthetf’extension on either side, was completed 1953. The 
Konar Kanawas completed in September l955. The Maithon 
larn^ph the rtyer Barakar stores 11*04 lakh acre-feet of 
.vatery and thb* underground hydro-electric station near the 
lafil.has a capacity of 60,000 kw. The dam was completed in 
Sepl&mber 1957 ; in the power house three generating units of 
20 ,00Q kw. each have been commissioned. 

Designed’'primarily for flood control, tbe.Panchet Hill 
dam, recently completed will impound 12*14 lakh acre-feet 
of wa-ter. A *40,000 kw. hydro-electric statjPn' has been 

built near the dam which was commissioned in September 
1959. 


The 2,271* ft. long and 63 ft. high barrage at Durgapur 

in West Bengal ^was opened in August 1955. It will irrigate 

over 9*73 lakh acres of land through a network of canals and 

distributaries. Nearly 85 miles of the main left bank canal 
will be navigable, and provide an alternative means of 
communication between Calcutta and the coalfields of 
Ranigfl 
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~, The Bokaro Thermal tower . .fi^atjon wren ^ipj^.aiisif^ieq 

' n \ty of l,50,000 kw. was conmia^hned iaj&brtlary 19 m 
A n * tional unit ofc7§,000 kw. has since beeW added to thM 
station's ’ Durgaping one of the-twb -75,d()^kW units $>ut intd 
trial operation in November 1960, is working at fulfe capacity! 
Work has ^ iso started ,;on the third thermal s^t|on‘at 
Chandrapur^ ith a o’ ? installed capacity of 2,5fcOQOkw. 
which will main^ simply Dower for railway Rectification 
and other demands in^^ha 

B. India's Power Resources : India v has SW^Mirces of 
power (1) coal, ("2} lignite; (3) oil; (4) water power ; 
and (5) atomic energy. India’s reserves of goal ar$testjmated 
to range from 4,000 crore to 6,000 crore tQ« 9 ? The v annual 
production is at present about five and a *halt crore tons. 
About one-tenth of it i9 being utilised for the generation of 
thermal power. At the end of the Becoicid Plan, 'fpdia’s 
capacity to generate thermal power stands 31 lakh 
kilowatts. The area surrounding the Neiveili area in Madras 
contains about 200 crore tons of lignite. Efforts are being 
made to generate 4 lakh kilowatts of electricity per annum 
from lignite. 

The Digboi oilfields in Assam have been yielding mineral 
oil for a long time.past. In recent years neys sourced of oil 
and natural gas have been discovered in the * Nahofkatiya 
region in Assam and in the Cambay—Anklesh war region in 
Western India. r India’s indigenous oil production is still fai 
short of her annual demand for oil. 

The hydro-electric power potential of the flowing rivers ol 
India is estimated ett from 3| to 4 crore kilowatts. At the end 
of 1960-61, the actual hyHjro-electric power-generating capa¬ 
city in India stood at 20 lash kilowatts. 

In the Third Plan, it has been decided to generate 3 lakl 
kilowatts of electricity from atomic energy. 

C. Industries {Development and Regulation) Act . 
[ See the first part of the answer to the question aboul 
industrial policy. ] 












